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There Is No Power Shortage 


And there is none in prospect, 
says the author, whether we be- 
come involved in war or not. 


By WENDELL L. WILLKIE 


NTIL the last few months it had 
been universally accepted that 
the utilities had overbuilt their 

requirements of generating capacity 
in 1929 and 1930; and that, except in 
isolated instances, there would be no 
occasion for the building of addition- 
al generating plants for some time. 
As a matter of fact, since 1929 utili- 
ties have been frequently charged 
with burdening their ratepayers with 
the interest and other fixed charges 
on installed generating capacity 
which was not presently needed for 
the public service. 

Most utility operators were willing 
to admit that since it is necessary to 
plan and build generating plants in 


advance of the immediate requirement 
for their use, a great many generating 
plants were built in 1929 and 1930 
upon the presumption of the contin- 
ued progressive rise in the use of elec- 
tric energy which had been prevalent 
for several years prior to 1929. 

Many companies in 1930 completed 
generating plants or installed addi- 
tional capacity already started or 
planned under the earnest urging of 
the Federal government that there 
was a patriotic obligation to continue 
the employment of people and upon 
the prediction by government that the 
financial depression would be of short 
life. 

As far as I know, no one doubted 
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this situation until recently ; but there 
is apparently now considerable con- 
fusion in the public mind concerning 
the question. I want to first point 
out the occasion for this confusion 
and then describe what is the true 
situation in regard to the surplus gen- 
erating capacity in this country today. 


O* November 10, 1933, David E. 
Lilienthal, power director of the 
Tennessee Valley Authority, in a 
speech at Atlanta, Georgia, had the 
following to say about the available 
generating capacity in the United 
States : 


Looking at the country as a whole, with- 
out respect to public operation or private 
operation, it is perfectly evident that we 
now have and soon will have a tremendous 
— , om of electricity. Within the 

ennessee valley, for example, 
de owned electric companies have 
generating and transmission facilities which 
can care for between 30 per cent and 40 
per cent more demands for electricity than 
is now required, even allowing for reason- 
able spare capacity. A fair estimate is that 
25 per cent of the investment in power 
houses and transmission lines is idle, and 
is piling up fixed charges, because the cus- 
tomers of these companies are still tied to 
a low average use of electricity. The Ten- 
nessee Valley Authority has a hydroelec- 
tric plant at Muscle Shoals with a rated 
installed capacity of 250,000 he~ xepower. 
But that is only the beginning of tue story. 
The authority is constructing a dam and 
power house at Cove creek, and another 
dam and power house above Muscle Shoals 
at what is known as the “Joe Wheeler 
dam, which together will increase the ca- 
pacity of Wilson dam to at least 600,000 
horsepower. Out in Colorado, Boulder 
dam is rapidly being carried toward com- 
pletion at a total cost of $165,000,000. 
Boulder dam on completion in J will add 
to the nation’s annual supply of electrical 
energy 4,330,000,000 kilowatt hours. At 
Grand Coulee on the Columbia river and 
at Bonneville in Oregon are two giant pow- 
er developments which are under way, esti- 
mated to cost another $100,000,000. The 
state of New York and the Dominion of 


today :—how to get this tremendous exist. 


ing and future supply o ae to the 
peo It is evident t we have & 
tricity in almost unlimited abundance. . 


.. amen months later, namely, on 
April 1, 1935, the Federal Power 
Commission issued an interim report 
of a National Power Survey in which 
it arrived at the conclusion: 

0h tihenee’ toon teen he demand a 


will exist for power upon a resumption of 
predepression industrial activity, assuming 


maintenance of normal reserve capacity 
and 


Analysis by districts of the relation be 
tween the capacity of existing and 
the demand that will be created with the 
resumption of normal industrial activity 
shows that critical shortages will exist in 
almost every section of the United States 


and 


Many of the regions where the 

power markets now exist and where the 
shortage will be most acute when industrial 
activity is renewed do not have projects 
under construction at the present time suf- 
ficient to carry the loads that will develop 
upon resumption of no industrial ac- 
tivity. .. Careful planning under Fed- 
eral su of new power plants oni 
facilities for transmission is required to 
promote the safety and welfare of the m- 
tion. 


It requires no great logician to 
readily see, since the increase of use 
of power was only 6 per cent in the 
period between the statement of Mr. 
Lilienthal and that of the Federd 
Power Commission, that either the 
Tennessee Valley Authority represent- 
ed by Mr. Lilienthal or the Feder- 
al Power Commission is in error. 
Both obviously cannot be correct. 
The divergence of views is extreme, 
indeed. 

Since these irreconcilable _ state- 
ments were both made by representa- 


Canada are making plans for a giant power 
development on the St. Lawrence river 
with an installed capacity of 2,200,000 horse- 


tives of the Federal government and 

were presumably issued for the guid- 
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THERE IS NO POWER SHORTAGE 


of public thought on the subject is 
most natural and understandable. 


r is true that at the time Mr. Lilien- 
thal issued his statement the Ten- 
nessee Valley Authority was about to 
engage in an extensive appliance mer- 
chandising program and Mr. Lilien- 
thal was illustrating the necessity of 
the increased use of electricity. It is 
likewise true that in the interim be- 
tween Mr. Lilienthal’s speech of No- 
vember 10, 1933, and the Federal 
Power Commission’s report of April 
1, 1935, public utility operators, engi- 
neers, statisticians, and men in public 
life had seriously questioned both the 
necessity and the wisdom of the ex- 
penditure by the Federal government 
of hundreds of millions of dollars in 
the development of hydro plants whol- 
ly unrelated to markets. Also, some 
two months before, the Federal Pow- 
er Commission report, the Federal 
administration had caused to be intro- 
duced in Congress the so-called “‘Pub- 
lic Utility Act of 1935” known as the 
“Wheeler-Rayburn Bill” which by its 
provisions sought to abolish the utili- 
ty holding company and place strangu- 
lating and managerial Federal regula- 
tion on practically all utility opera- 
tions. The bill was under considera- 
tion by the Senate and House com- 
mittees at the time the Federal Power 
Commission issued its report. 

The Federal administration was al- 


industry to carry the electric load in the past. 


so supporting a bill to authorize the 
Tennessee Valley Authority to in- 
crease its issuance of bonds from $50,- 
000,000 to $100,000,000 for the ac- 
quisition and building of additional 
utility facilities, and the Tennessee 
Valley Authority was seeking an ad- 
ditional $50,000,000 appropriation for 
the building of dams and hydro plants. 


A” attempt by one representing 
public utilities privately owned 
to either reconcile the divergent state- 
ments of the Tennessee Valley Au- 
thority and the Federal Power Com- 
mission or to give the palm of accu- 
racy to the one or the other would, in 
these days of frenzied Federal as- 
sault upon utility companies, be dis- 
counted. Fortunately, however, we 
do not have to rely upon the state- 
ment of engineers employed by power 
companies. On April 9, 1935, Gen- 
eral Pillsbury of the United States 
Army Engineers, in a statement be- 
fore the Military Affairs Committee 
of the United States House of Rep- 
resentatives, testified that the Army 
Engineers make an annual survey of 
the power resources of the country 
and his conclusions as to the power 
capacity in the United States today 
were as follows: 
In the United States, the reported net 
generating capacity is 6,210,000 kilowatts of 
hydro power, 15,953,000 kilowatts of steam 


power, a total of 22,163,000 kilowatts, of 
which 7,457,000 are reported as surplus. 


e 


It would 


q “THERE has never been any question of the ability of the 


seem, therefore, that the conclusions of the Federal Power 
Commission that 4,000,000 kilowatts of additional capac- 
ity are necessary is wishful thinking to support the govern- 
ment’s vast expenditures.” 
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This means that there is a surplus 
of 50 per cent in generating capacity. 

Thus we have the testimony of the 
learned and distinguished General 
Pillsbury, uninfluenced by political 
considerations or duties, unaffected by 
desire to either sell electric appliances 
or to support the program of an ad- 
ministration momentarily in public of- 
fice. In him the scientific, dispassion- 
ate, unprejudiced engineer speaks and 
the truth is revealed; namely, that 


there is no “power shortage” and- 


there is none in prospect whether we 
become involved in war or not. This 
view of the General is what every en- 
gineer in the electric utility business 
in the country knows to be true. 


b Seas are the facts? The indus- 
try has sufficient surplus capaci- 
ty to carry more load than even the 
gratifying optimistic estimates made 
by the Federal Power Commission of 
the requirements upon the resumption 
of predepression activity. The facts 
indicate that the installation of new 
generating capacity does not run par- 
allel to the annual increase in electrici- 
ty produced. A great deal of slack 
must be taken up in the use that may 
be made of the available capacity. 
For example, from 1902 to 1915 the 
installed generating capacity of the 
country was increased at a rate of ap- 
proximately 14 per cent per annum, 
while in the period from 1915 to 1924 
it fell off to a rate of increase of 
about 73 per cent per annum. Thus 
immediately following- the time that 
the United States entered the war the 
additions to generating capacity de- 
creased and the production increased, 
indicating a greater use of equipment 
than had previously been made. 


In 1920, 1923, 1924, and 1925, the 
surplus capacity was the lowest it has 
been throughout the history of the in- 
dustry as is evident from the fact that 
during these years the equipment was 
utilized at an average of 38 per cent 
to 39 per cent of the time. In 1934, 
with a total installed capacity at the 
beginning of the year of 36,038,000 
kilowatts, the total generation as re- 
ported by the United States Geologi- 
cal Survey, was 91,150,000,000 kilo- 
watt hours, indicating an average util- 
ization of equipment for only 29 per 
cent of the time. Since a great deal 
of the present equipment has been add- 
ed since the 1923-1925 period, it is 
apparent that it is comparatively new 
and can readily be utilized an average 
of at least 39 per cent of the time. 
On this basis it will produce 123,000,- 
000,000 kilowatt hours per annum. 


HE Federal Power Commission 
report compares 90 per cent of 
the 1929 generation with a generation 
of 104,705,000,000 kilowatt hours es- 
timated to be the corresponding re- 
quirement upon the resumption of pre- 
depression industrial activity. If 
104,705,000,000 kilowatt hours is 90 
per cent of the total load, the estimat- 
ed total load upon resumption of pre- 
depression industrial activity would 
be about 116,000,000,000 kilowatt 
hours. It would seem that this line 
of reasoning is entirely logical and 
that the present generating system 
then would have a capacity of 123,- 
000,000,000 kilowatt hours to carry 
an estimated load of 116,000,000,000, 
the Federal Power Commission’s esti- 
mate of the predepression industrial 
activity. 
Since the industry was making its 
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Effect of Greater Domestic Use on Surplus Capacity 


eat Bi use of electric energy in kilowatt hours by domestic 
consumers constitutes about 15 per cent of the kilo- 
watt hours generated. If this use is doubled or tripled by every 
domestic consumer in America it will not absorb the present 
excess nor make any appreciable impression on the tremendous 
excess of electric energy that will be available from the govern- 
ment hydro plants that are in the process of construction.” 





most rapid growth in the use of elec- 
tricity in the period 1923-1929 and 
there was no falling off of load until 
1930 it must be realized that all of 
the factors discussed by the Federal 
Power Commission as affecting the 
adequacy of present power producing 
facilities such as 1, dependable capac- 
ity of present plants; 2, minimum 
spare capacity necessary to assure ade- 
quate service ; 3, leeway in capacity to 
cover growth requirements, and 4, ex- 
tent to which existing facilities are in 
part obsolete or inadequate, are en- 
tirely covered in the 39 per cent use 
factor. 

There has never been any question 
of the ability of the industry to car- 
ty the electric load in the past. It 
would seem, therefore, that the con- 
clusions of the Federal Power Com- 
mission that 4,000,000 kilowatts of 
additional capacity are necessary is 
wishful thinking to support the gov- 
ernment’s vast expenditures. 


|, qe analysis that leads me to 
agree with General Pillsbury in 


that there is sufficient existing capaci- 
ty to carry the load that will be re- 
quired when predepression industrial 
activity is resumed is the following: 
In 1929 with an installation at the 
beginning of the year of 29,630,000 
kilowatts, the industry carried a load 
of 97,352,000,000 kilowatt - hours. 
Since the middle of 1929 in accord- 
ance with the chart given in the Fed- 
eral Power Commission report, there 
has been installed about 4,200,000 
kilowatts of steam-generating capaci- 
ty. Since these are relatively new 
steam plants, they are, of course, ca- 
pable of being utilized 80 per cent or 
more of the time. On this basis, the 
portion added after the middle of 
1929 would have a carrying capacity 
of 29,600,000,000 kilowatt hours, 
which added to the load actually car- 
ried in 1929 would be over 126,000,- 
000,000 kilowatt hours, considerably 
in excess of the 116,000,000,000 kilo- 
watt hours contemplated by the Fed- 
eral Power Commission for the pe- 
riod when predepression industrial ac- 
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tivity has been resumed. In addition 
to the steam installation there has al- 
so been installed since 1929 1,420,000 
kilowatts of hydro plants. If only a 
fourth of this installation is prime 
power, there is added another 3,000,- 
000,000 kilowatt hours of power. 

The subject of the power shortage 
has been further confused by the in- 
jection of the possibilities of the re- 
quirements in the event of war. This 
on analysis becomes rather fanciful 
when one realizes that at the time of 
the World War, probably as great an 
armed conflict as we will soon en- 
gage in, there was no such surplus 
capacity as there is today and like- 
wise there were few transmission in- 
terconnections, yet the war power re- 
quirements were fully and adequately 
met. 


y yew fortunately, we do not have 
to rely on the opinion of a utili- 
ty man. Colonel C. T. Harris of the 
office of the Assistant Secretary of 
War, in charge of the division of in- 
dustrial planning, including power, 
testified before the Military Affairs 
Committee of the United States 
House of Representatives on April 9, 
1935, that the ““War demand on in- 
dustry is not so much increased as 
most people anticipate, because there 
is a great diversion of productive ca- 
pacity from one thing to another; in 
other words, instead of making bridg- 
es and buildings, railroad extensions, 
etc., that steel goes into ammunition.” 
He then stated: “American industry 
will support a war effort, in our judg- 
ment”; and that the power that sup- 
ports our industrial efforts is availa- 
ble for war purposes. He also de- 
clared that: “In our industrial plan we 
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follow industry. We do not pioneer.” 
It should be pointed out that the 
power industry has in the past fifteen 
years drawn into its service perhaps 
the ablest group of engineers to be 
found in any of the great industries; 
and as system planning has come to 
occupy a more accurate and scientific 
place in the program of all companies, 
we find great steam plants located 
with the view of the cheapest source 
of power for the present and for a 
long time in the future. Provision 
has been made in the initial installa- 
tion for future extensions. Just such 
planning as this not only benefits the 
power consumer, but becomes a great 
national asset to be availed of in time 
of war, or to be readily brought to the 
service of industry as rapidly as in- 
dustrial expansion makes necessary. 


“ge who is not acquainted with 
this important development in 
the electric industry can scarcely ap- 
preciate its significance. Comparing, 
for instance, small isolated steam units 
to be found in every system in Ameri- 
ca with the large concentration of 
power in one or more locations, we 
grasp the picture but the wisdom and 
technique exercised in planning for 
the future have not been sufficiently 
presented to the public. 

There are millions of dollars of in- 
vestment in such programs, much of 
which is idle. It is estimated that 
steam units varying in capacities from 
50 to 100,000 kilowatts of capacity 
can be installed in connection with ex- 
isting units at a multitude of locations 
in America in a minimum of time and 
at a minimum of expense. Indeed, it 
will be the cheapest and most availa- 
ble source of power in America if the 
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power industry is permitted to develop 
in a logical and orderly way. To some 
extent, provision for increased capaci- 
ty is also found in many of the hydro 
plants owned by the private compa- 
nies. Whether they will be permitted 
to install these additional units, keep- 
ing pace with the demands of indus- 
try, depends upon the same factors. 
There has been much said of late 
particularly by government officials 
about the possibility of the greatly in- 
creased use of electric energy by the 
householder. Although it has per- 
haps never been said directly, it has 
been inferred and widely believed that 
if this use can be greatly increased by 
the large scale sale of electrical appli- 
ances; that any existing surplus of 
electric energy will be rapidly ab- 
sorbed; that the unprecedented and 
extravagant building of hydro plants 
by the Federal government will thus 
be justified. Utility men have always 
known that this was conversation ; but 
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it has sounded plausible to some ele- 
ments of the public. 


Tt? use of electric energy in kilo- 
watt hours by domestic consum- 
ers constitutes about 15 per cent of the 
kilowatt hours generated. If this use 
is doubled or tripled by every domes- 
tic consumer in America it will not 
absorb the present excess nor make 
any appreciable impression on the tre- 
mendous excess of electric energy that 
will be available from the government 
hydro plants that are in the process 
of construction. 

When all of the facts are carefully 
considered the conclusion is obvious 
that the Army Engineers, who with- 
out cause of their own to advance, or 
persons to favor, and uninfluenced by 
the political agitation of the moment, 
have the true answer—There is no 
power shortage and there is none in 
prospect whether we become involved 
in war or not! 





Thumb-nail Essay on Being Always Right 


AccorDING to a recent newspaper headline, 
“The Public Never Wins a Rate Case.” 

What this really means is not that the 
public never wins but that it does not win 
ail of its cases. 

Winnings although frequent are easily for- 
gotten. It is only when a case is lost or 
not completely won that the “Never Win” 
cry is 

The implication in such instances is that 
the disappointed litigant was right; that the 
courts and commissions were wrong ; and, con- 
sequently, must have been dominated by some 
sinister influence. This feeling probably af- 
fords a measure of comfort to the losers but 
it is hard on the {courts and commissions. 


A lady, intelligent looking and of un- 
doubted sincerity, was once speaking her 
mind about courts and lawyers. 


“They are all crooked,” she exclaimed. 

“Why do you say that?” asked a friend. 

“Because I know it is true from personal 
experience,” she replied. “I have had five 
law suits and have lost every one of them; 
and in every one of them I was right.” 


It takes considerable breadth of mind to 
admit the possibility of having been wrong 
or mistaken. It is much more natural to 
assume that one is always right and to 
blame the umpire for every unfavorable de- 
cision. 

The fact that the public has not been suc- 
cessful in all of its cases accounts for much 
of the talk about the failure of commission 
regulation of utilities. 

From the political standpoint especially, the 
public—like the lady who lost her five law- 
suits—is ‘always right. 
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A Creed for Utility Men 


By Monroe Worthington 


e 


I BELIEVE that the Utility Man is America’s servant. 


I BELIEVE that those services I furnish the American 
home offer the greatest values in all history, and that 
tf food, clothing, and the luxuries were produced and 
distributed with half the efficiency which I employ in 
serving America, their price would be reduced. 


I BELIEVE that the work of bringing the waters of 
distant mountain springs to crowded cities where they 
may refresh those whose health I guard is a service 
of which I can justly feel proud. 


I BELIEVE that harnessing the force of the lightning 
to light men’s homes and lighten men’s work 1s truly 
a great and important task. 


I BELIEVE that in hauling the surplus food and cloth- 
ing of the world to regions where most needed, I have 
laid the foundation for present-day civilization. 


I BELIEVE that in flashing men’s thoughts and men’s 
words to the ends of the earth I am making life more 
abundant and enjoyable for all. 


I BELIEVE that culture will advance just as fast and 
as far as my. services clear the path of progress. 


I BELIEVE that America’s world leadership is due in 
large part to those efficient power services which have 
































so markedly increased the amount of goods which one 
man can create—and enjoy. 


* * * 


I BELIEVE that in making life easier and more enjoy- 
able for home makers I am performing a service of 
the highest material value to humanity. 


I BELIEVE that the time will soon come when the relia- 
bility of my services and the friendliness with which 
they are given will weigh heavily against the words 
of those who malign me. 


I BELIEVE that property rights are human rights, and 
that all human rights should be sacred. 


I BELIEVE that it is my duty as an American citizen to 
defend the rights and privileges of private initiative, 
which have made our nation great. I believe that I 
am fully justified in using any ethical method to fight 
against seizure and confiscation of private property, 
even when this private property is dedicated to public 
service. The fact that I am also guarding the rights. 
of others who have laid aside their earnings in the 
interests of a greater America, and whose livelihood 
depends on the outcome, makes my fight to preserve 
my business against unfair attack take on the nature 
of a sacred cause. 


I BELIEVE in the essential fairness of the American 
citizen, when he is not misled. I believe that justice, 
however much it may be obstructed, will prevail. 


I BELIEVE that the value of my services will outlive 
my detractors, whom I shall continue to serve as fatth- 
fully as though they were silent. 


* * aa 


I BELIEVE the public appreciates that a good servant 
ts worthy of his hire. 























Much Ado over 
Comparison of Electric Rates 


But the collection of information as to varying 

charges is expensive and proves nothing, in the 

opinion of the author, except that charges vary in 
different localities under different conditions. 


By GECRGE E. DOYING 


are being fooled on the subject 
of electric rates. 

Everybody who has even slight 
knowledge of the matter knows that 
there is a wide variety of rate sched- 
ules throughout the country. No in- 
vestigation by the Federal Power 
Commission was needed to reveal the 
fact. Neither was an investigation nec- 
essary to furnish information regard- 
ing different rates in different sec- 
tions of the United States. Such 
data, adequate for general compari- 
sons, have been gathered at 5-year in- 
tervals by the Bureau of the Census, 
the latest report covering the year 
1932. 

True, the census report does not 
permit a resident of Kokomo, Indiana, 
to compare his electric rate with that 
of his cousin in Kalamazoo, Michigan, 
or Oshkosh, Wisconsin—but what of 
it? Are the tax rates, for example, 
the same in each place; are freight 


aa people of the United States 


rates the same on coal used by power 
plants? Certainly not. Numerous 
other variations in cost likewise enter 
into the picture. Of course electric 
rates are different, and all of the 
studies in the world will not change 
the fact. 


W: have had, however, another 
investigation of electric rates. 
Congress so decreed, and the Federal 
Power Commission, naturally and 
very properly, complied. Some inter- 
esting data have, of course, resulted, 
but to assert, as did Judson King in 
Today, that “such information is con- 
stantly needed and demanded by mem- 
bers of Congress, municipal, state, 
and Federal officers, especially pro- 
gressive state utility commissioners,” 
is the purest kind of buncombe—un- 
less it is meant the information is 
wanted for political purposes. 

The pity of it is that the people are 
being led to believe that this rate in- 
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vestigation is going to prove a won- 
derful thing for them, resulting in 
“savings to consumers of $50,000,000 
annually,” according to Representa- 
tive John E. Rankin of Mississippi. 

Likewise the people are being en- 
couraged to expect universal applica- 
tion of the low rates established by 
the Tennessee Valley Authority—not- 
withstanding that these rates are 
merely the result of calculations, not 
actual experience, and can be made 
profitable only in the event of the 
sale of a tremendous amount of elec- 
tricity, double or treble the quantity 
now being used, and perhaps not even 
then. 


_— million dollars is an imposing 
sum. In addition to being the 
amount of “saving’’ to be accomplished 
by the Federal rate inquiry, it happens 
to be the amount with which the Fed- 
eral government started to establish the 
TVA electric rate “yardstick.” But 
there are about 24,000,000 consum- 
ers of electricity in the United States. 
On the average, therefore, each con- 
sumer would profit, through the pro- 
spective rate reduction, to the ex- 
tent of slightly more than half a 
cent per day, or $2.08 per year. If 
the whole amount were to be divided 
among the 20,000,000 domestic con- 
sumers, the share of each would be 
$2.50 per year. 

Perhaps it would be unkind to sug- 
gest that the nation’s taxpayers might 
definitely have been relieved of a 
$50,000,000 burden (with additions 
already planned to run the cost be- 
yond $300,000,000) if the govern- 
ment had refrained from going into 
the power business in the Tennessee 
valley. Another $120,000,000, with 


more to come, is being spent by the 
government on power projects in the 
Northwest. Incidentally, the rate in- 
vestigation itself involves a cost of 
$300,000 to the taxpayers. 

Just why was this inquiry deemed 
expedient? Briefly, it was alleged (1) 
that the rates of privately owned utili- 
ties (a misnomer) are unconscionably 
high, and (2) that publicly owned 
plants will furnish service at less cost. 
Let us see. 


ob those fortunate householders 
who pay somewhere near the 
national average rate of 5.5 cents per 
kilowatt hour for lighting their homes 
and operating appliances, a rate of 18 
cents per kilowatt hour probably 
seems inordinately high. Yet that is 
the rate charged by the municipal 
plant in Tombstone, Arizona. The 
average amount of electricity used in 
1932 by the 19,285,560 domestic con- 
sumers served by electric light and 
power stations (commercial and mu- 
nicipal) was 611 kilowatt hours, or 
51 kilowatt hours per month (U. S. 
Census report). At the Tombstone 
rate of 18 cents per kilowatt hour for 
the first 25, 15 cents for the next 25, 
and 12 cents for the next 50, the 
national average of 51 kilowatt hours 
would cost $8.37. The municipal 
plant in Groton, Conn., charges $5.07 
for the same service, while the city- 
owned station in Lakeland, Fla., col- 
lects $6.63, the city plant in Cairo, Ga., 
$5.10, and in Seguin, Tex., $6.10. 
The widely publicized “taxless” town 
of Chanute, Kan., charges $3.05 for 
51 kilowatt hours. These figures do 
not come from a “power trust” publi- 
cation, but from a compilation recent- 
ly issued by a prominent firm of con- 
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Comparisons of Electric Rates Not Unfavorable 
to Private Plants 


ae 
. 


on any fair basis of comparison it may be said that the 


average rates of private electric plants are at least as low as those 


of municipal plants. 


Indeed, considering sales to all classes of 


consumers, the price of power sold by private plants (2.7 cents 
per kilowatt hour) is less than that of municipal plants (3.1 cents) 
even without a deduction for taxes.” 





sulting engineers that works exten- 
sively in behalf of municipally owned 
power projects. 

At the same time, this identical 
amount of electricity is being sold by 
privately owned utilities for $2.54 in 
Union, S. C., $3.27 in Augusta, Me., 
$3.32 in San Antonio, Tex., and 
$2.73 in Danbury, Conn. And the 
private plant in St. Louis, Mo., sells 
51 kilowatt hours for $1.98. In 
Washington, D. C., the same quantity 
costs the consumer $1.99. 


o account has been taken in these 
figures of the taxes paid by the 
private plants and not by the munic- 
ipal plants. If the latter were taxed 
in the same manner as privately owned 
utilities, the municipal rates should be 
increased by at least 15 per cent. 
Otherwise, the above charges of pri- 
vate companies should be reduced by 
that amount, bringing the St. Louis 
bill, for example, down to $1.68. 


Other comparisons, more or less 
similar, might be made—some show- 
ing higher charges by private plants 
in different localities. Specific cases 
might be selected, as was done by Mr. 
King, to show how much higher pri- 
vate plant charges are in certain cities 
than those of municipal plants in 
other cities. Certainly it is mislead- 
ing, though, to base such a compari- 
son, as did Mr. King, upon the out- 
right statement that 180 kilowatt 
hours is the amount of electricity used 
by an average family each month. 
The national average, as stated, is 51 
kilowatt hours, and the highest aver- 
age found by the Census Bureau in 
any state was 101 kilowatt hours used 
monthly by domestic consumers in the 
state of Washington. 

Using the correct national average 
of 51 kilowatt hours per month, how- 
ever, we find that in Chicago the 
monthly bill would be $2.61; in St. 
Louis, $1.98; in Denver, $2.95; in 


—=— 


tf 


at fa ca kh th lCOee,lCOO SOO Oe OlUmeslCUmelCU 


pees «244.lCti llr hlUCOUv CO 


ror lg hese —ratecens mh 


646 


ME I ee SON oe NTT TY er ee ey aE 


ee 
<i a 





MUCH ADO OVER COMPARISON OF ELECTRIC RATES 





Monthly Electrical Cost for an Average Family 


Based on 51 Kilowatt Hours per Month, Average Domestic Consumption 


As Shown by U. S. Census 


PRIVATE PLANTS 


Cx1caco Sr. Louis 


[With Deductions for Taxes, Average 15%] 
$2.61 $1.98 $2.95 $1.99 
39 30 A4 30 


$2.22 $1.68 $2.51 $1.69 


e 


Washington, D. C., $1.99. But these 
rates include taxes amounting to at 
least 15 per cent, which in effect is 
merely a part of the consumer’s con- 
tribution toward the cost of govern- 
ment. Therefore, the true cost to 
consumers of 51 kilowatt hours may 
be restated as follows: Chicago, 
$2.22; St. Louis, $1.68; Denver, 
$2.51; Washington, $1.69. 


N the other hand, certain munic- 

ipal plants bill their customers 
for the same amount of service as 
follows: Seattle, Wash., $2.42; 
Springfield, Ill, $2.34; Colorado 
Springs, Colo., $3.06; Jacksonville, 
Fla., $3.25. 

The national average cost of 51 
kilowatt hours from private plants is 
$2.86; with 15 per cent deducted for 
taxes the net bill would be $2.43. The 
national average cost of the same 
amount of power from municipal 
plants is $2.40. The difference of 
36 cents a year in favor of municipal 
plants is hardly large enough to justi- 
fy all the furore. 

After all, one might well ask, what 
do these comparative electric rates 
prove? And the answer is: Not a 
thing except that charges vary in dif- 


Denver WasHINGTON 


eport 
PUBLIC PLANTS 


Seattte Sprincrierp CoLorapo JACKSONVILLE 
Wasn. In. Sprincs Fra. 


[No Deductions for Taxes] 
[Not Usually Paid by Public Plants] 


$2.42 $2.34 $3.06 $3.25 


ferent localities and under different 
conditions. The average householder 
today spends less than 10 cents a day 
for all the electric power he uses to 
light his home and operate numerous 
home appliances—less than he spends 
for cigarets. 

In 1912, all the electric power sold 
by commercial and municipal plants 
to consumers amounted to 2,613,502,- 
605 kilowatt hours, which produced 
revenue averaging 10.98 cents per 
kilowatt hour. Twenty years later, 
the power plants sold to domestic con- 
sumers alone 11,790,139,511 kilowatt 
hours—nearly five times as much as 
was sold in 1912. The average price 
paid by domestic consumers in 1932 
was 5.5 cents per kilowatt hour— 
practically one half the price in 1912. 
The comparatively small part played 
by municipal plants in this develop- 
ment may be indicated by the fact that 
in 1927 they served 2,128,467 custom- 
ers as against 19,657,850 served by 
private plants. 


} 1927, the average domestic cus- 
tomer of electric plants used 37 
kilowatt hours per month, for which 
he paid 6.8 cents per kilowatt hour. 
Five years later these consumers were 
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using 51 kilowatt hours per month at 
an average cost of 5.5 cents per kilo- 
watt hour. Thus, the use of electric- 
ity in the home increased 38 per cent 
while the rate decreased nearly 20 per 
cent. 

The average amount paid by do- 
mestic users of municipal plant serv- 
ice in 1932 was 4.7 cents per kilowatt 
hour. Customers of private plants 
paid 5.6 cents—nine tenths of a cent 
more, and this difference is almost ex- 
actly equal to the 15 per cent (or 
more) which the private plants pay 
in taxes not assessed upon municipal 
plants. 

Therefore, on any fair basis of 
comparison it may be said that the 
average rates of private electric plants 
are at least as low as those of munic- 
ipal plants. Indeed, considering sales 
to all classes of consumers, the price 
of power sold by private plants (2.7 
cents per kilowatt hour) is less than 
that of municipal plants (3.1 cents) 
even without a deduction for taxes. 

Let it be granted that excessive 
charges by some municipally owned 
plants are no justification for unrea- 
sonable rates by any private plant. 
By the same token, excessive rates 
charged by some private plants should 
not operate to condemn the entire in- 
dustry. 


HE electrical business in the 

United States is one of the mar- 
velous developments in the history of 
the world, and it has been brought to 
its present magnificent proportions by 
the untiring genius of private initia- 
tive. The conveniences of electricity 
have been made easily available to an 
ever-increasing number of homes at 
ever-decreasing rates. For the Fed- 
eral government to take the position 
that it must spend hundreds of mil- 
lions to show the electric power in- 
dustry how to operate economically is 
as foolish as would be a proposal that 
the government should establish a 
“yardstick” automobile factory. 

No one has yet undertaken to 
demonstrate why and how electric 
rates will be reduced because the citi- 
zens of Kokomo and Kalamazoo may 
be enabled to compare their bills. It 
is already easily ascertainable, from 
the census reports, that the household- 
ers of Indiana pay an average month- 
ly bill of $2.68, while those of Michi- 
gan pay $2.54. 

Maybe the city officials of Tomb- 
stone will be ashamed when they learn 
that they are charging their citizens 
227 per cent more than the national 
average and will reduce the rate, even 
though the plant, as the result of it, 
loses money. 
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Bp aggregate rage in railroad purchases alone in the last five 
years below the pre-depression level has been substantially as 
great as the total expenditures for all emergency purposes made by 
the Federal government up to the end of the fiscal year 1934. 

The total reduction in all railway purchases, including fuel and service 
items such as electricity, water, etc., is reported as $6,000,000,000 below 
normal for the last five years. 

—Rartway AGE. 
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Private Enterprise in the 
Power Industry 


€ 


A few of the many hydroelectric developments and 
steam electric generating stations throughout the coun- 
try, constructed and operated by private management. 


This is the eighth of a series of pictorial supplements to PusBtic 
Urivities FortnicutLy. J/t portrays public service properties 
which contribute to our economic and social development. 











Osage Hydroelectric Plant 


UNION ELECTRIC LIGHT AND POWER COMPANY, ST. LOUIS, MO. 
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Ontario’s Golden Idol 
with Feet of Clay 


The Canadian hydro yardstick experiment has, 
in the opinion of the author, fallen far short of 
fulfilling its rosy promises. 


By WILLIAM H. ONKEN, Jr. 


conversation, the value of the 

systen of the Hydro-Electric 
Power Commission of Ontario far 
exceeds its intrinsic worth. Like our 
own Muscle Shoals, political publicity 
has served so to magnify the import- 
ance of the Ontario Hydro that it 
is difficult to get people to appreciate 
its actual status. 

True, the Hydro-Electric Power 
Commission has a monopoly of the 
market for electricity in Ontario, and 
that province equals in area all of the 
New England states plus New York, 
New Jersey, Pennsylvania, Ohio, In- 
diana, Illinois, Michigan, and Wis- 
consin. But the population of On- 
tario approximates the population 
served by the Commonwealth Edison 
Company of Chicago. 

Moreover the latter company gen- 
erates from steam more electricity 


Proven and as a topic of 


than the whole Hydro system gen- 
erates from water, 3,686,000,000 kilo- 
watt hours in 1913 compared with 
2,900,000,000 kilowatt hours ‘to be 
exact. The operating revenue of the 
Commonwealth Edison Company was 
$74,400,000 in 1932 compared with 
Hydro’s $28,055,000, and the number 
of customers served by the Chicago 
utility was 888,334 compared with 
539,000 connected to the circuits of 
the Hydro-Electric Power Commis- 
sion of Ontario. 

Thus, in every phase of public util- 
ity work, one operating company (to 
mention but one of many), the Com- 
monwealth Edison Company of Chi- 
cago, dwarfs the Hydro-Electric Pow- 
er Commission of Ontario with its 
27 cities, 95 towns, 267 villages, and 
358 townships. Besides, the Com- 
monwealth Edison Company’s contri- 
bution to the public welfare in the 
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shape of national, state, and municipal 
taxes was approximately $10,000,000 
in 1932; whereas Dominion of Can- 
ada statistics show that the total tax 
burden of all the utilities of Ontario 
in that year was $292,000, or about 
one thirtyfourth as much. 


Howe it cannot be said that the 
Hydro did not make a contribu- 
tion to the social well-being of On- 
tario, primarily through the extension 
of electric service to areas and to cus- 
tomers that had not previously been 
served. Starting at a time when the 
use of electricity was still in its in- 
fancy, the Hydro grew and expanded 
with remarkable rapidity. Whether 
it was carried along on the wave 
which also swept over the United 
States during the decade antedating 
and extending a few years after the 
war, matters not. In those moment- 
ous years, the electric public utilities 
of both countries found themselves 
swamped by demands for electricity 
which neither they nor anyone else 
foresaw. 

Certain it is that the Hydro popu- 
larized the use of electricity in On- 
tario, and from 1914 to 1923 in- 
creased the number of its domestic 
customers 346 per cent and its domes- 
tic load 1,630 per cent; whereas in 
the United States during that period 
the number of domestic users of elec- 
tricity increased only 175 per cent and 
the domestic load, 274 per cent. Much 
of the Hydro’s increase, however, was 
due to its purchase of other systems. 
But let’s not get ahead of our story. 

The Hydro-Electric Power Com- 
mission of Ontario was established by 
special act of the Provincial Govern- 
ment of Ontario in 1906. Its guiding 


genius was Adam Beck (later Sir 
Adam) a prosperous cigar-box manu- 
facturer of London, Ont.; and Peter 
Sothman, a forceful character of wide 
experience in the operation of electric 
public utilities, was its chief engineer. 
Sir Adam Beck has since died and a 
statue to his memory has been erected 
in Toronto. Peter Sothman was, un- 
til recently, the engineer for the Irish 
Free State’s River Shannon develop- 
ment. Thus at the outset the Hydro 
enlisted the service of high abilities 
and received a devotion beyond praise. 


iy substance, the Hydro is the agent 
or trustee of a number of partner 
municipalities in Ontario and supplies 
electricity in bulk throughout the 
province. Local distribution of elec- 
tricity is effected by the several mu- 
nicipalities through municipal utility 
commissions acting under general su- 
pervision of the Hydro-Electric Pow- 
er Commission of Ontario. Power is 
presumed to be sold at cost to the 
municipalities which in turn distribute 
it to the ultimate consumer. 

Generating the greater part of its 
energy at the cheapest and most ad- 
mirable water-power site on the North 
American continent, Niagara Falls, 
the Hydro is in a position to bring 
to the inhabitants of the Province 
of Ontario the benefactions which 
flow from a cheap and plentiful sup- 
ply of electricity. 

Canada possesses very little coal 
and almost every kilowatt hour of 
electricity generated is produced from 
water power ; 98 per cent, as a matter 
of fact, and 88 per cent of it is pro- 
duced in the provinces of Quebec and 
Ontario. The water being ample, 
steam reserve stations are unknown 
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throughout Canada. That item of ex- 
pense, which bulks large in the United 
States and which would be more 
costly in Canada owing to the price 
of imported coal, is spared our neigh- 
bor to the north. As a result, service 
interruptions are more frequent and 
_ of longer duration in Canada. With 
cheap service that is to be expected. 


| pepe eimapine transmission lines in 
a stark, wind-blown country like 
Eastern Canada are’subject to more 
mishaps than in the Middle Atlantic 
States, and yet transmission here is 
far from reliable. Our people and 
industries, however, insist on depend- 
able service, which means that trans- 
mitted water power must usually be 
buttressed by steam power, and such 
insurance is expensive. Electric serv- 
ice of the kind rendered in Ontario 
and Quebec, by and large, should be 
and is cheap. Service comparable to 
that in Boston, New York, and Phila- 
delphia where distribution is largely 
underground, would cost very much 
more. Cheap electric service and de- 
pendable electric service do not neces- 
sarily go hand in hand. Candles are 
burned in our large cities and towns 
for decorative purposes and not be- 
cause the electric service has failed. 
The system of the Hydro-Electric 
Power Commission of Ontario began 
operations in the fall of 1910. A con- 
tract was made two years previously 


with the then-struggling Ontario 
Power Company for a maximum of 
100,000 horsepower at $9 a horse- 
power year. No one at the time vis- 
ualized the potential market for elec- 
tricity either in Canada or in the 
United States. Three companies were 
operating on the Canadian side of 
Niagara Falls and two on the Ameri- 
can side. The market for power, how- 
ever, was in the United States and 
the only load of any consequence sup- 
plied by the Ontario Power Company 
was connected to the 60,000-volt line 
of the Niagara, Lockport and Ontario 
Power Company, stretching in New 
York state from Niagara Falls to 
Syracuse. 


o Bs Canadian Niagara Power 
Company sold some electricity 
locally and at St. Catherines, but 
transmitted the bulk of its output via 
Fort Erie to Buffalo. Toronto was 
supplied with electricity from the 
power house of the Electrical Develop- 
ment Company, a subsidiary of the 
Toronto Power Company, and two 
generators were all that was necessary 
to handle the load. Indeed, the twelve 
original municipalities in the Niagara 
system to which the Hydro supplied 
electric service in 1910 required less 
than 1,000 horsepower in the aggre- 
gate. Thus the problem facing the 
Hydro-Electric Power Commission of 
Ontario at the time was not where to 


e 


and most admirable water-power site on the North Ameri- 


q “GENERATING the greater part of its energy at the cheapest 


can continent, Niagara Falls, the Hydro is in a position to 


bring to the inhabitants of the Province of Ontario the 
benefactions which flow from a cheap and plentiful supply 


339 


of electricity. 
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get power; but where to sell that for 
which it had contracted. 

When Peter Sothman had finished 
building the transmission system and 
helped it over its teeth-cutting period, 
he resigned, because he knew that the 
shortcomings of municipal systems 
lay not so much in their construction 
as in their operation. 

Then followed the World War, 
with Canada an active participant 
from the start. This opened wide the 
door of opportunity to every public 
utility company, for there was an 
ever-increasing cry for power. The 
Hydro fumbled for a while; it con- 
tracted to deliver more power than it 
possessed, which caused it to welsh, 
and then it went the way of all flesh; 
that is, it became a great political bu- 
reaucracy. 


ao Hydro expanded rapidly, add- 


ing one system after another and 
stifling or buying out competition 
wherever and whenever it presented 
itself. Hydro feared no penalties. It 
could not be sued. It was a law unto 
itself and it carried out its program 
with impunity. The result was to 
give the Hydro-Electric Power Com- 
mission a monopoly of electric power 
supply in the province. This criticism 
is not altogether a reproach. It is 
an analysis. Omelettes are made by 
smashing eggs. The Hydro had 
learned that competition in public util- 
ity service is uneconomic. But the 
flagrant way in which the Hydro’s 
monopoly was brought about cannot 
be condoned; neither can its failure 
to supply electric service during Can- 
ada’s hour of need. 
At that critical time, the electric 
public utilities of Quebec and of every 


other province in Canada save On- 
tario, measured up to the best tra- 
ditions of the electrical industry for 
service. The Hydro-Electric Power 
Commission of Ontario was the only 
utility company to fail. It not only 
showed itself lacking in foresight and 
initiative, but it besought the Domin- 
ion government to prevent the fulfil- 
ment of contracts for the export of 
electricity to the United States, with 
the result that the British government 
intervened and asked the Dominion 
government not to interfere with the 
supply of power to American muni- 
tion makers who were filling orders 
for the British War Office. 


M°" people are unaware of the 
great powers possessed by the 


Hydro Electric Power Commission 
of Ontario. The commission was 
brought into being by one of the 
most drastic acts ever placed on the 
statute books of an English speaking 
country. There was a strong con- 
viction that something must be done 
and as usual this resulted in headlong 
legislation. 

Directed primarily at the powerful 
Mackenzie-Mann group of Toronto, 
dominated by those daring and in- 
genious railroad builders, the late Sir 
William Mackenzie and the late Sir 
Donald Mann, the actions of the 
Hydro served to embitter the rela- 
tions between private enterprise and 
government in Ontario. Its strategy 
was first to encompass, and then to 
annihilate its competitors, not neces- 
sarily because of the economic prin- 
ciple that hydroelectric supply is a 
natural monopoly; for at the time 
those back of the Hydro enterprise 
were without experience in the public 
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Rates for Poor Service Should Be Cheap 


na Sar tar service of the kind rendered in Ontario and 
Quebec, by and large, should be and is cheap. Service 
comparable to that in Boston, New York, and Philadelphia 
where distribution is largely underground, would cost very 


much more. 


Cheap electric service and dependable electric 


service do not necessarily go hand in hand.” 





utility business; but because of a lust 
for power and a natural longing for 
preferment. 


.o Beck, an admirable gentle- 
man in many respects, intelligent, 
keen, unafraid, and resourceful, was 
none the less rich, ambitious, and dic- 
tatorial and was saturated with thor- 
oughly Germanic ideas of organiza- 
tion and realism. Although a sports- 
man and a lover of horses, his in- 
tractableness towards his opponents 
was well exemplified in the salient fea- 
tures of the Power Commission Act 
of Ontario which he drew up and 
had enacted into law. For example: 
Without permission of the govern- 
ment, no action can be brought against 
the Hydro-Electric Power Commis- 
sion of Ontario, or any member of it. 
(Part 1, § 6, Clause 4.) 
The commission is not liable for 
any mistakes in any estimate given 


by it or its engineers. (Part 1, § 6, 
Clause 5.) 


The commission can expropriaté 
any land, property, water, or water 
power. It can seize and use any 
electricity produced in Ontario and 
all works or property connected there- 
with. (Part 1, § 20, Clause 1.) 

No court shall grant any injunction 
against the commission or interfere 
with it in any’ way when the com- 
mission expropriates or seizes prop- 
erty. (Part 1, § 20, Clause 8.) 

If any municipal corporation or 
commission refuses or neglects to 
carry out any orders of the commis- 
sion regarding electrical supply, every 
member of such commission or cor- 
poration shall be disqualified from 
holding any municipal office whatso- 
ever for a period of five years, and 
in addition shall pay.a penalty of 
$100 a day. (Part 5, §§ 87 and 90.) 


— or no redress is possible 
against the Hydro-Electric Pow- 
While 
Canada like the United States has a 
written Constitution, there are marked 
differences in the powers possessed by 
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the respective governments. In the 
United States, the powers of the Fed- 
eral government are limited, all other 
powers being reserved by the states. 
In Canada, on the other hand, it is 
the powers of the provincial govern- 
ments that are circumscribed, and all 
other powers lodge in the Dominion 
government. However, so long as it 
does not infringe upon the privileges 
of the Dominion, any Provincial gov- 
ernment may legislate as it pleases, no 
matter how unjust or confiscatory the 
law may be. 

The Dominion government through 
the Governor General has a technical 
right to review local legislation for the 
purpose of preventing irreparable in- 
justice; but under the practical work- 
ing of the Canadian constitutional 
system, the Governor General has 
ceased to be much of a factor. Re- 
dress lies in an appeal to the electorate, 
and since it is virtually impossible for 
a single aggrieved person to unseat 
the government, it is apparent that in 
Canada there is little or no effective 
check to the will of the majority. Thus 
for a time, the inefficient and prodigal 
may prosper despite any and all con- 
traventions of natural law; and the 
effect of that alluring sedative, social- 
ization, may linger long enough to 
devitalize opposition. Fortunately for 
us, the Constitution of the United 

. States expressly safeguards the rights 
of minorities, and remains today as 
ever, the one, great, and invulnerable 
citadel of American institutions. 


N order to atone for its shortcom- 
ings, but all too late to be of im- 
mediate benefit, the Hydro-Electric 
Power Commission in 1917 began 
work on its Queenston development. 


The first unit of this mammoth 
500,000 horsepower hydro plant be- 
gan operating in 1922, and the sta- 
tion was completed in 1930. Mean- 
while the commission contracted for 
50,000 horsepower at $12 a year with 
the Canadian Niagara Power Com- 
pany in 1916, and in May, 1917, 
bought the Ontario Power Company. 
It also bought the system of the To- 
ronto Power Company later and, more 
recently, the system of the Dominion 
Power and Transmission Company of 
Hamilton. 

The history of the Queenston de- 
velopment is most interesting. It will 
be recalled that the Hydro system was 
built from electricity purchased from 
the Ontario Power Company at $9 
a horsepower year. The station of the 
Ontario Power Company is located 
beneath the cliff near the foot of the 
Horseshoe Falls and its turbines op- 
erate on a head of 180 feet. Lake 
Erie, however, is 326 feet above Lake 
Ontario. By locating its new station 
at Queenston near Lake Ontario, and 
tapping: the Niagara river above the 
Falls at Chippewa, the Hydro-Elec- 
tric Power Commission of Ontario 
secured a working head of approxi- 
mately 300 feet. 


HIs enabled the commission to 

generate twice as much electricity 
per cubic foot of water per second as 
could the Ontario Power Company; 
and this on its face would appear as 
a great achievement. But “all that 
glisters is not gold” ; the new develop- 
ment cost so much that in spite of 
its greater efficiency, the Queenston 
station cannot produce a kilowatt hour 
of electricity so cheaply as the older 
and less efficient station of the On- 
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tario Power Company. That is to say, 
the Hydro-Electric Power Commis- 
sion bought electricity from a private 
utility company (Ontario Power 
Company) for $9 a horsepower year, 
but it cannot to this day produce a 
horsepower year of electricity in its 
magnificent Queenston station at any- 
where near that price. 

Moreover, it was compelled to pur- 
chase, and virtually to shut down 
and scrap the station of the Ontario 
Power Company and the station of 
the Electrical Development Company 
(Toronto Power Company) in order 
to get enough water with which to 
operate its Queenston station to capac- 
ity. This is not cited by way of 
criticism, for the extra power pro- 
cured more than justified the develop- 
ment at Queenston. However, the 
station was built at a time when man 
power was precious in Canada, and 
it was not finished until long after 
the war. The investment was there- 
fore high, and to it must be added 
the greater part of the cost of the 
developments of the Ontario Power 
Company and of the Electrical De- 
velopment Company; for since the 
water allotted to these companies is 
now being used by the Queenston 
station, “Ichabod” is written across 
the portals of their stations, for their 
glory has departed. 


oranges it should be pointed out 
that the amount of water which 


mity the mounting debt of the Province. 


may be diverted for power purposes 
at Niagara Falls, is limited by Inter- 
natiorial Treaty to 56,000 cubic feet 
per second; 20,000 cubic feet of 
which is allotted to the United States 
and 36,000 cubic feet to Canada. Of 
the water allotted to Canada, the 
Canadian Niagara Power Company 
was using 9,600 cubic feet; the On- 
tario Power Company, 13,300 cubic 
feet; and the Electrical Development 
Company, 12,400 cubic feet. Obvi- 
ously with 35,300 cubic feet being 
used, there was not enough available 
under the International Treaty for the 
Queenston station, which requires 
16,000 cubic feet to develop 500,000 
horsepower. Hence the purchase by 
the Hydro of the two last-named com- 
panies, but under an entirely different 
guise. The real reason for the pur- 
chase was never publicly disclosed. 


N= is that all that may be said of 
the Queenston development. In 
its design was committed a colossal 
engineering blunder which no amount 
of sophistry can obliterate. At a time 
when the frequency of alternating 
current supply in the United States 
was standardized at 60 cycles, and the 
frequency of the alternating current 
supply of all the rest of Canada in- 
cluding the systems of the Hydro 
other than the Niagara system, was 
likewise standardized at 60 cycles, the 
Queenston station was equipped with 
25-cycle generators. 


& 


Feeling that 


q “Nor have the legislators at Toronto viewed with equani- 


some policy had to be adopted to get back from the Hydro 
the millions advanced to it, a debt retirement plan was 
adopted and became effective during the fiscal year ending 


October, 1927.” 


671 





PUBLIC UTILITIES FORTNIGHTLY 


HIS frequency is wholly unsuited 

for incandescent lighting, causing 
a perceptible flicker in the light from 
the lamp; and makes all motor-driven 
apparatus such as vacuum cleaners, 
washing machines, refrigerators, etc., 
in the Niagara district special and 
hence eventually more costly. Besides 
if one moves from the Niagara dis- 
trict to any other section of Ontario 
or for that matter, of Canada, these 
electrically driven 25-cycle household 
devices cannot be operated on 60-cycle 
circuits. None but those eager in 
self-deception can overlook such heed- 
less neglect of obvious economic pru- 
dence in the management of public 
affairs. 

How serious is such an engineering 
blunder may be realized from the 
fact that the British government is 
now spending approximately $100,- 
000,000 to standardize the frequency 
of about one quarter of the electric 
supply circuits of Great Britain at 
50 cycles, the other circuits being al- 
ready of standard frequency. 

Its experience with the Queenston 
development undoubtedly had some 
effect on later policies of the Hydro 
Commission, for the commission has 
since purchased much of its electricity 
from private public utility companies 
in Quebec. For instance contracts 
have been made with the Gatineau 
‘ Power Company for almost 400,000 
horsepower; with the MacLaren- 
Quebec Power Company for 125,000 
horsepower; with the Beauharnois 
Light, Heat & Power Company for 
250,000 horsepower ; with the Ottawa 
Valley Power Company for 96,000 
horsepower; with the Canadian Ni- 
agara Power Company, and with 
others including the Ottawa & Hull 


Power & Manufacturing Company. 


HE latter company supplies elec- 
tricity to the Hydro at the cheap- 
est rate Hydro has been able to obtain 
anywhere, and the rate made by the 
other companies is approximately $15 
a horsepower year. In 1933 the 
Hydro generated 2,816,000,000 kilo- 
watt hours and purchased from pri- 
vate utliity companies 1,796,000,000 
kilowatt hours of electricity. At pres- 
ent the Hydro is unable to sell all the 
energy for which it has contracted. 
It is difficult to make any compari- 
son between the rates charged for 
electric service in the Niagara district 
of Ontario and those charged in the 
United States for the following rea- 
sons : 
1. Electricity is produced in On- 
tario from the cheapest water power 
in the world and without steam re- 


serve. Besides distribution is almost 
entirely overhead. 

2. The utilities in Ontario pay 
purely nominal taxes and are pre- 
sumed to operate at cost. 

3. Rural service is subsidized to 
the extent of 50 per cent of the initial 
capital cost of distribution lines, and 
equipment ; and advances up to $1,000 
are made to actual owners for the 
installation of electric wiring and the 
purchase of equipment. 

4. The residential consumer is ap- 
parently favored at the expense of 
other users. 


NTARIO seems to follow a strange 
system of sales economy, where- 
by the person who buys sugar by the 
pound pays less than the person who 
buys it by the barrel. At any rate, 
the householder gets a lower rate than 
the commercial user and, in some in- 
stances, lower than the power user. 
The trend of rates in the United 
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Government Ownership Tax Burden 


oe 


it is evident that Ontario takes in taxes a 


larger proportion of the individual income of its citi- 
sens than does Quebec, and since the loans made by 
the Province of Ontario to the Hydro-Electric Power 
Commission represent 42.16 per cent of the entire debt 
of the province, there is no dodging the conclusion that 
this excess tax burden is due directly to the policy of 
government ownership of public utilities.” 





States is downward and has been for 
some years, while the rates of the 
Hydro-Electric Power Commission of 
Ontario are going in the other di- 
rection. The city of Toronto, for ex- 
ample, is at present receiving electric- 
ity from the Hydro at less than cost, 
in spite of the fact that the cost of 
power there is now $30.09 a horse- 
power year, compared with $14.50 a 
horsepower year when power was re- 
ceived from the private plant at Niag- 
ara Falls. Why? Conditions have 
not changed one iota. 

By and large, it is misleading to 
compare anything in the United States 
with anything in Canada unless the 
things are comparable. For instance, 
Canada has no coal to speak of, so 
that industrial power production from 
steam is costly. Therefore, competi- 
tion from isolated electrical plants is 
not as pressing as it is in the United 
States, and electric power rates may 
be predicated on what the traffic will 
bear. As a matter of fact, in Quebec, 
it is not unusual to find steam pro- 
duced from electrical boilers ; whereas 
in the United States with its abund- 
ance of coal, oil, and natural gas, elec- 
tricity is perhaps the most costly form 
of heat known. 


|g iyponerse should one compare the 
tax burdens of one country with 
those of another because of differ- 
ences in standards of living and of 
changes in value of money. Reflec- 
tion will show that little significance 
can be attached to per capita tax fig- 
ures. The important fact to know 
is, not how much is paid; but what 
proportion of individual income is 
taken in taxes. Obviously, a small 
tax in a poor country may be more 
burdensome than a somewhat larger 
tax in a rich country. If, therefore, 
in the discussion of the Hydro, com- 
parisons are confined to Ontario and 
Quebec, adjacent provinces of the 
same country and operating under the 
same monetary, political, and econom- 
ic conditions, more convincing and 
just conclusions are possible. Quebec, 
being French, adheres to the French 
custom of private ownership and op- 
eration of its public utilities. Ontario, 
being predominately English, follows 
the British custom of municipal own- 
ership and operation of electric public 
utilities. 

Referring to the mixture of French 
and English in Canada, Sir Wilfred 
Laurier, one of the greatest of Can- 
adian nationalists and who was the 


673 








first French Canadian to become prime 
minister of Canada, early in his ca- 
reer, said: 

Our respective forefathers were enemies 
and waged bloody war against each other 
for centuries. But we, their descendants, 
united under the same flag, fight no other 
fights than those of a generous emulation 
to excel each other in trade and industry, 
in the arts and sciences of peace. 

Official records therefore ought to 
disclose how, in the public utility field, 
private enterprise, as exemplified by 
Quebec, compares with government 
ownership and operation, as exempli- 
fied by Ontario. 


HE latest reliable information 

with reference to the electric light 
and power industry of Ontario and 
Quebec is contained in the report (as 
tabulated on page 675) of the Depart- 
ment of Trade and Commerce for 
1932. 

Making allowance for the large 
blocks of power purchased from 
Quebec companies and sold in On- 
tario, the tabulation proves conclusive- 
ly that the capital of private enter- 
prise functions more effectively in 
Quebec than does the capital of gov- 
ernment projects in Ontario. 

Earnings and average incomes are 
higher in Ontario than in Quebec. 
The investigation made by the Do- 
minion Bureau of Statistics of earn- 
ings of the year prior to the Census 
of 1931 when unemployment was 
widely prevalent in both provinces, 
showed that the average earnings of 
male workers in Ontario were $1,006, 
and in Quebec $926; and of female 
workers in Ontario $638, and in 
Quebec $480. 


s to taxes, the trend was somewhat 
the same. 


Dominion taxes, be- 
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ing in the main indirect, cannot be 
distributed with any accuracy as be- 
tween the provinces. Provincial and 
municipal taxes, however, are not thus 
shrouded in mystery. Official figures 
for 1931 reveal that provincial taxes 
amounted to $7.13 per head of popu- 
lation in Quebec, and municipal taxes 
amounted to $25.66, or a total of 
$32.79. In Ontario in the same year 
provincial taxes amounted to $9.92 
per head of population, and municipal 
taxes to $38.91, or a total of $48.83. 
The absolute figures including both 
taxes were $94,260,766 in Quebec, 
and $167,552,445 in Ontario. 

From this it is evident that Ontario 
takes in taxes a larger proportion of 
the individual income of its citizens 
than does Quebec, and since the loans 
made by the Province of Ontario to 
the Hydro-Electric Power Commis- 
sion represent 42.16 per cent of the 
entire debt of the province, there is 
no dodging the conclusion that this 
excess tax burden is due directly to 
the policy of government ownership 
of public utilities. 

The Hydro-Electric Power Com- 
mission has been in existence long 
enough to prove how much perform- 
ance has fallen short of promise. Al- 
though its voluminous annual reports 
contain a vast mass of figures present- 
ed in such a way that hardly anyone 
can understand to what conclusions 
they lead, nevertheless facts have a 
way of asserting themselves. 


prosper, an organization like an 
individual must earn more than 

it spends. Having started as a self-li- 
quidating project in 1906, with money 
advanced by the Province of Ontario 
on the understanding that it would be 
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repaid in thirty years, the citizens of 
Ontario have a right to expect that 
rates would now be lower because 
the larger part of the debt should have 
been by now amortized. Instead, 
however, the rates to the municipal- 
ities are today double what they were, 
and it were vain to guess when the 


‘provincial advances will be liquidated 


and when the municipalities will ac- 
tually own the Hydro as originally in- 
tended. 

A deficit of more than $2,000,000 
was shown in the Hydro report for 
1932, and in 1933 the deficit was more 
than $4,000,000. 

Nor have the legislators at Toronto 
viewed with equanimity the mounting 
debt of the Province. Feeling that 
some policy had to be adopted to get 
back from the Hydro the millions 
advanced to it, a debt retirement plan 
was adopted and became effective dur- 
ing the fiscal year ending October, 
1927. This provides for liquidation 
of debt by 1966, and of the total debt 
at that time $185,511,454 was to be 
taken care of directly by the provin- 
cial government, and $127,198,046 
by the Hydro-Electric Power Com- 
mission. 


HIs latter sum represented the net 
amount of advances made to the 
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commission to that date. Under the 
plan the province is to set aside from 
$1,436,311 in 1927 to $10,556,274 in 
1966. Hydro Commission payments 
increase from $1,338,567 in 1927 to 
$6,179,317 in 1966. Since the in- 
ception of the plan to October, 1932, 
the Hydro has made schedule pay- 
ments of $10,041,440. The Province, 
however, as a result of deficits during 
the past five years has been unable 
to meet scheduled payments. Appar- 
ently during its most prosperous years, 
little consideration was given by the 
Hydro to its debt to the Province of 
Ontario, thus lending color to the oft- 
repeated assertion that the Hydro also 
ran the Province politically. 

As for attracting industry into On- 
tario, the record shows that despite 
geographic and climatic handicaps, 
Quebec was more successful than On- 
tario. From 1925 to 1930 capital in- 
vested in manufactures in Quebec in- 
creased from $1,136,033,000 to $1,- 
727,064,000 or 47.3 per cent ; whereas 
Ontario shows a gain of but 25.6 per 
cent during that period. Moreover 
the electrical output of Quebec from 
1925 to 1930 shows an increase of 
118 per cent while Ontario, adding 
to its output the energy imported 
from Quebec, shows a gain of only 
40 per cent. Thus does Ontario digest 


e 


Ontario Quebec 
$367,701,419.00 ,218,230.00 
1,395,914.00 2,914,170.00 
2,931,850,000.00 8,449,936,000.00 
303,483.00 508,546.00 
$36,496,900.00 13,686,380.00 
293.00 $3,083,265.00 
$36,204,607.00 Sos ani op 
011,190.00 425,281.00 
$263.00 $194.00 
$28.66 $13.87 
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the venom of its spleen. In 1933 the 


Hydro Commission had liabilities of 
$264,000,000 against undepreciated 
assets of $285,000,000, and the mu- 
nicipalities had total liabilities of ap- 
proximately $50,000,000 against un- 
depreciated assets of $91,000,000. 


FTER twenty-seven years of exist- 
ence the entire system of the 
Hydro-Electric Power Commission of 
Ontario including the municipal sys- 
tems shows a total of $376,000,000 of 
undepreciated assets and $314,000,000 
in outstanding obligations. At first 
thirty years was set as the period for 
liquidation of the debt. This was 
subsequently changed to forty years, 
and in 1927 the limit was set in 1966 
or sixty years after Hydro’s inception. 
At present approximately 20 per cent 
of the bonds of Ontario municipali- 
ties are in default. Surely this indi- 
cates that “something is rotten in the 
state of Denmark” for if the enter- 
prise is as successful as has been 
claimed, where is the evidence? 
The assertion has been made that 
the Hydro-Electric Power Commis- 
sion of Ontario has been subjected to 
unjust attacks and propaganda from 
the utility companies of the United 
States. In recent years, the Hydro 
Commission has been very outspoken 
on this matter and has been at pains 
to defend itself. It remained, how- 
ever, for the people of Ontario them- 
selves to pass judgment on the com- 
mission in a very positive way. Last 
June under the slogan, “Clean up 
Hydro,” the citizens of Ontario regis- 
tered their protest against conditions 
in the Hydro by unseating the Con- 
servative government which created 
and developed the enterprise. It elect- 


ed a Liberal government by an over- 
whelming majority because it was 
pledged to a policy of “Clean up 
Hydro,” and promised sweeping in- 
vestigations into Ontario’s power af- 
fairs. 


NEW commission was immediate- 

ly appointed and within twenty- 
four hours after it took office the 
Hydro’s chief engineer and the gen- 
eral solicitor were dismissed and a 
general shake-up in the organization 
ensued. That any great change will 
be made in domestic rates to make 
them self-sustaining is hardly likely. 
Politically, such a move would be too 
hazardous at present. 

In a speech on February 27, 1935, 
before the legislature of Ontario the 
Attorney General, A. W. Roebuck, 
who is also a member of the Hydro- 
Electric Power Commission, revealed 
the mounting losses of the Hydro. 
Devoting his address in the Throne 
Speech debate to a review of the 
Hydro situation, Mr. Roebuck said: 

Hydro affairs are in a condition that is 
far from normal. Hydro has been grossly 
mismanaged. Stupidity or worse has char- 
acterized the conduct of its affairs. The 
public advantages of cheap power have in 
this way been outrageously sacrificed and 

Hydro today in its largest and most im- 

portant division (Niagara) is faced with 

a crisis in which both courage and wisdom 

will be required to save it from disaster. 

The Hydro Commission had a deficit 
for the fiscal year 1934 of $3,500,000. The 
deficits included no charge for obsolescence 
or contingency and no sinking fund on sev- 
eral large power developments, and the 
commission reserves which in 1931 stood 


at $14,631,000 had by the end of 1934 
dropped to $6,526,000. 


F& next year, he anticipated a defi- 
cit of $4,066,373 in the Niagara 
system. In 1936, on the same basis, 
the deficit will be $5,490,123 and 
Mr. Roebuck estimated a deficit of 
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Mounting Cost of Hydro Power 


Niagara Falls, Niagara Falls, 
Ontario Toronto Ontario 


Promise and Performance 


Commission’s Actual Cost Increase of Cost 
Estimatein 1906 1929 193. over Estimate 


Stratford 
Guelph 
Kitchener 
London 
Hamilton 
Toronto 


Private vs. Hydro Power to Ottawa Municipal Plant 


Contract with Ottawa 
and Hull Power Co. Hydro Power! 


Year Hp. Cost Hp. Cost 
18,395 $11.13 
20,630 


3,661 $20.65 
5,226 22.45 
5,617 26.54 
5,652 28.29 


1Mr. P. D. Ross, a former member of the Ottawa Commission, in 
a letter to the chief engineer of the Hydro Commission under date of 
January 11, 1928, after rejecting on the latter’s recommendation, an 
offer of $18 a horsepower year from a private company for extra 
power, asked “What are we to say if we are confronted by the pub- 
lic with the statement that we are paying $28 per horsepower year 
to the Ontario Hydro when we refused $18 per horsepower year 
from Nesbett?” 
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$7,082,623 in 1938 when the sink- 
ing fund of the Dominion Power & 
Transmission Company will be added. 
There are possibilities for growth in 
the Niagara system but already it has 
thrust upon it 724,000 horsepower of 
excess energy, he declared. 


8 Se- future of the Hydro is an in- 
calculable and unpromising prob- 
lem now that the dull monotony of 
operative tasks has replaced the pro- 
cesses of assimilation and the excite- 
ment of constructive development. 
Hav‘ng acquired the habit of spending 
public money with both hands, the 
Hydro naturally finds it hard to stop. 
And yet stop it must; for apparently 
it has reached a point of diminishing 
return. This, unless checked, will lead 
to economic collapse; and even to cir- 
cumvent it temporarily calls for some- 
thing more daring than the adminis- 
trative mind. 

Whatever else might be said of the 
late Sir Adam Beck, it cannot be 
denied that he possessed leadership 
both of opinion and of action. Some- 
thing akin to his genius, his determi- 
nation, and enthusiasm must grip the 
organization which he once inspired 
and swayed, if it is to fire the On- 


tarian imagination or effect any great 
reforms; for no group of men en- 
gaged in public utility operations ever 
accomplish much unless there is an 
inspiring and driving power behind 
them. The vast array of difficult 
and complicated questions which the 
Hydro must solve cannot be answered 
any longer by an appeal to prejudice 
and passion and ignorant whim. It 
calls for not less, but more ability; 
not less, but more training; not less, 
but a greater breadth of view which 
only experience gives. 


HE golden idol which the people 

of Ontario have set up, it is now 
discovered, has feet of clay, and in- 
vestigations are under way to deter- 
mine who is responsible for the decep- 
tion. 

It remains to be seen, however, 
whether the new liberal administra- 
tion at Toronto has the capacity and 
the will to effect such wholesome and 
salutary changes as shall guarantee 
the Province of Ontario against fur- 
ther losses due to the operations of 
the Hydro. The handwriting on the 
wall is as plain as at the time of Bel- 
shazzar’s feast; but is there a Daniel 
in Ontario? 





Man Flashes Most Powerful Lightning 


"TF gers thousand amperes, which is said to be greater power 
than man ever recorded in any natural bolt of lightning, was pro- 
duced recently in the Pittsfield (Mass.) laboratory of the General 
Electric Company. 

While observers watched, their ears stuffed with cotton against 
the deafening reverberation, blinding streaks of lightning and raucous 
crashes of thunder shot through the building where the experiment was 


conducted. The demonstration represented 


the culmination of patient 


= of scientific study since the laboratory was first established in 


Approximately a quarter of a million amperes were discharged at a 
pressure of 150 bolts in 8 micro seconds, or 81 millionths of a second. 
More than 30,000,000 kilowatts were reported in a single discharge. 


—AssociATeD Press DispatcH, 
Providence Journal. 
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Is Ontario Hydro Going Broke? 


Friends of the Canadian development not 
disheartened by present deficits 


VaRIOUS rumors, statements, articles, etc., have recently appeared throughout the 
United States, telling of operating deficits, surplus power problems, litical 
scandals connected with Canada’s famous publicly operated power syst tario 
Hydro. Some of these articles suggest that the system is losing both the money 
and the confidence of the Ontario people and that the surplus power problem is so 
acute that the Canadian Parliament will not ratify the St. Lawrence Waterway 
Treaty, even if it were ratified in Washington. Judson King, noted American 
advocate of public ownership of power projects, has recently made a complete tour 
of Ontario and a first-hand inspection of the system. In this article Mr. King tells 
his version of what is happening to the Ontario Hydro. He concludes that while 
there has been some evidence of political scandal, and there does exist at present 


a troublesome surplus power problem, the Ontario Hydro is both financially sound 
and prosperous and that it will continue to be so. ; 


By JUDSON KING 


T a provincial election last June 
A in Ontario, Canada, the Con- 
servatives, after thirty years 
control of the government, were over- 
whelmed by the Liberals, and the 
young and dashing Mitchell F. Hep- 
burn wrested the Premiership from 
the veteran George S. Henry. One, 
but only one, of the campaign issues 
concerned the management in recent 
years of Ontario’s famous publicly 
owned and operated hydroelectric sys- 
tem. 

It is now being bruited over the 
United States that the people of this 
Province have repudiated public own- 
ership, and that the election “probably 


tolled the knell of future growth of 
public ownership in the United States 
as well as in Canada.” * 

It is further charged, elsewhere and 
in general, that the “Hydro” is in the 
red; that the cost of power is mount: 
ing; that huge blocks of power re- 
main unsold; that the taxpayers face 
serious losses they must make good; 
and that the long-predicted collapse, 
due to “political’’ control of the power 
business, is impending. We are ad- 
monished that the people of the 
United States, therefore, should take 


1See article “Public Ownership Suffers 
Worst Defeat in History” in Gas and Electric 
News, October, 1934, published by the Roches- 
ter (N. Y.) Gas and Electric Corporation. 
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warning before committing them- 
selves to President Roosevelt’s “yard- 
stick” power policy before it is too 
late. 

All this, if true, is a matter of 
grave concern to us. Although we 
have many local public plants to 
study, if we look about the world for 
information as to the results of a 
tried-out public super-power system, 
similar to the TVA, the St. Lawrence, 
and others proposed by the adminis- 
tration, there is only one to be found 
—the Ontario Hydro, incidentally one 
of the three largest super-power sys- 
tems in the world! Has it, in the su- 
preme test of the depression, revealed 
inherent weaknesses which should 
give us pause? For the fifth time I 
visited Ontario to study its unique 
undertaking. 


’ I ‘o understand clearly the present 


power situation of our northern 
neighbor, one must know something 
of the size and history of its Hydro 
enterprise, and hold firmly in mind 
the unique principles upon which it 
operates. 

The act creating the Hydro-Electric 
Power Commission of Ontario as an 
independent agency, empowered to 
supply wholesale power to the mu- 
nicipalities and farm districts, was 
passed by the Parliament in May, 
1906. On October 10, 1910, it be- 
gan supplying current to twelve mu- 
nicipalities. The load was less than 
1,000 horsepower, the investment un- 
der $4,000,000. Twenty-three years 
later, 282 urban municipalities and 
475 townships and rural power dis- 
tricts were receiving service. The 
commission’s total available capacity 
had risen to over 1,700,000 horse- 


power; it had 5,291 miles of high- 
tension and 570 miles of low-tension 
transmission lines; a capital invest- 
ment of $280,000,000; reserves of 
$69,400,000, and a revenue that year 
of $27,500,000. This covers the 
wholesale and rural power distribu- 
tion end of the business only. 

The municipalities do their own re- 
tailing. By 1933 the 282 municipal- 
ities had invested $109,600,000 in 
their local distributing systems; had 
established reserves of $59,700,000; 
had a revenue of $30,600,000 which 
was collected from 539,000 customers 
in a provincial population of about 
3,000,000. In addition $17,690,000 
(one half of which was advanced by 
the government as a direct bonus to 
aid agriculture) had been invested in 
9,000 miles of rural power lines op- 
erated directly by the commission, 
serving 62,000 farmers and other 
rural consumers at an average retail 
cost of 4} cents per kilowatt hour.’ 


HESE results were accomplished 

in the face of strenuous opposi- 
tion and of rate schedules so low as to 
appear inconsistent with sound financ- 
ing, an average now, for example, of 
1.57 cents per kilowatt hour for do- 
mestic service and around 6 mills for 
industrial power. 

The fundamental principle is “serv- 
ice at cost,” cost to include all operat- 
ing and capital charges, making the 
project absolutely self-sustaining. 
Sir Adam Beck, chairman of the 
Provincial commission from its or- 
ganization until his death in 1925, 
had strong convictions shared by the 


2For above data see 26th Annual Report 
of the Hydro-Electric Power Commission of 
the Province of Ontario for the fiscal year 
ending October 31, 1933, pp. ix, 8. 
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people of the Province. He insisted 
that the Hydro must be conducted on 
business principles, kept free from 
political domination and patronage, 
not be entangled with private corpo- 
rations, and must be above board with 
the municipalities and the people in 
all its operations. He, as chairman of 
the commission, was spokesman for 
the Hydro and determined its policies. 

For the first seven years wholesale 
power was purchased largely from the 
Ontario Power Company at Niagara 
Falls. But it was Sir Adam’s desire 
to have Hydro generate its own cur- 
rent and be wholly independent. Be- 
fore his death he had bought out the 
Ontario Power Company and the 
Toronto Power Company, built the 
great Chippewa-Queenston plant, built 
or purchased 18 other stations, and 
was generating 95 per cent of his 
power. He looked to the Niagara and 
to the St. Lawrence for future sup- 
plies when needed. 


Sx after the new chairman, 
Charles A. Magrath, appointed by 
Premier Ferguson, assumed office, it 
became apparent that more power 
must be had before the St. Lawrence 
or other large sites could be developed. 
In 1926 the commission contracted 
with the Gatineau Power Company of 
Quebec for 260,000 horsepower, and 
in 1927 for an additional 100,000 
horsepower to be delivered at the 
boundary line. 


Business kept booming and in 1929 
the commission was advised by its 
chief engineer, F. A. Gaby, that the 
total load had increased at the rate of 
11.4 per cent annually, and that at this 
ratio around 800,000 added horse- 
power would be needed by 1937. Be- 
tween November 19, 1929, and De- 
cember 20, 1930—a period of thirteen 
months—the commission made 40- 
year contracts with three different 
Quebec power companies for an ulti- 
mate total of 471,000 horsepower at 
$15 to be delivered at the border in 
progressive blocks. 

These three contracts called for an 
expenditure of $15,745 in 1931; of 
$823,750 in 1932; of $2,115,000 in 
1933; and on up to $7,065,000 in 
1937, and annually thereafter until 
about 1970. In addition a contract 
was made with the Hudson Bay Pow- 
er Company for 100,000 horsepower 
on like terms. This, however, was 
canceled in 1932 when the government 
purchased the company.* All .these 
commitments were predicated, of 
course, upon a business recovery 
which did not eventuate. 


HE business of the commission is 
now operated through four sys- 


8 The Beauharnois Light, Heat and Power 
Co., Nov. 29, 1929, 250,000 horsepower; the 
Ottawa Valley Power Co., (Chats Falls) Feb. 
15, 1930, 96, horsepower; the MacLaren- 
Quebec Power Co., Dec. 20, 1930, 125,000 
horsepower. Hudson Bay Power Co. later 
renamed Ontario Power Service Corporation, 
agreement was made April 10, 1930. 


& 


afire and was made the most of by the Liberal party. The 


q “Tue ‘Abitibi’ episode set the woods of popular indignation 


people’s misgivings were later justified by the findings of a 
royal investigating commission, Chief Justice Latchford 


presiding.” 
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tems, financially independent of each 
other. The Georgian Bay System, 
the Eastern Ontario System, and the 
Thunder Bay System (on the north 
shore of Lake Superior) with one 
slight exception showed no operating 
deficits to the end of 1933. But the 
load on the Niagara System which 
serves Canada’s greatest industrial 
center, took a sharp nose dive. Due 
largely to the decrease in the amount 
of current used by certain very large 
American and Canadian industrial 
concerns, served directly by the com- 
mission and not by the municipalities, 
revenues from this source dropped 
from a peak of $5,987,000 in 1930 to 
$3,817,000 in 1933.4 


SG Sen lessened demand could have 
been supplied from the commis- 
sion’s own generating stations and old- 
er contracts for purchased power, but 
the new contracts had been made and 
the commission was forced to pay for 
power for which there was no market. 

The deficits were met from reserves 
established for just such purposes and 
without raising rates to consumers. 
Long ago the commission established 
for itself three principal reserve 
funds, officially known as sinking 
fund, renewals (depreciation), and 
contingency. The latter covers also 
rate stabilization and obsolescence. 
Each municipality maintains a sink- 
ing fund or “debenture paid” reserve ; 
a depreciation fund; and an operating 
surplus reserve. When these operat- 
ing surpluses get too large they are 
returned to the consumers by reduced 
rates, by checks prorated, or by skip- 
ping a month’s bills. 


#1930 Report, p. 157; 1933 Annual Reg -i, 
pp. 155, 293. 


HESE distinctions must be held in 

mind, and it must also be remem- 
bered that the ownership of the entire 
Hydro enterprise, wholesale and re- 
tail, is vested in the associated mu- 
nicipalities, the provincial commis- 
sion acting as their trustee-manager. 
The provincial government is banker 
to the commission. 

In 1932 when the first deficit of 
$2,544,000 occurred, the commission’s 
contingency reserve on the Niagara 
System showed a 1931 balance of 
$14,629,000. In addition, the operat- 
ing surpluses of the municipalities of 
the system totaled $11,788,000. 
Hence, there was available in advance 
over $26,000,000 in reserves—largely 
liquid—to meet the loss and prepare 
for the deepening depression without 
tapping depreciation and_ sinking 
funds which were much larger as we 
shall see. 

The commission met the deficit by 
appropriating $2,544,000 from its 
contingency fund, and increased the 
wholesale cost of power to the mu- 
nicipalities about $1.50 per horsepow- 
er. 

In 1933 business was worse. The 
deficit rose to $4,236,000. The eom- 
mission made its appropriation from 
its contingency fund and again tapped 
the surplus reserves of the municipali- 
ties by raising the cost of power 
$2 more per horsepower. In 1934 
business improved, and it was esti- 
mated when I was in Toronto that 
the deficit would be reduced to about 
$3,000,000.° 


ESPITE these deficits it is probable 
that the contingency and rate 


5See 1931 Annual Report, pp. 153, 302; 
= Poa pp. 150, 294; 1933 Report, pp. 
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The Crux of the Utility Problem 


oe? I ‘HE crux of the utility problem and the secret of genuine- 
ly low rates lie in the amortization of invested capital 


and reduction of interest charges. 


Since 1912, both the com- 


mission and the municipalities have set up sinking funds or 
serial debenture retirements for that purpose.” 





stabilization funds of the commission 
will still total around $7,000,000 at 
the end of the fiscal year of 1934. 
The necessity for further withdrawals 
depends upon how rapidly the depres- 


sion lifts, especially in the heavy in- 
dustry field. It is now on the upgrade 
and the probability of any increase of 
rates to ultimate consumers seems re- 
mote. 

With the foregoing facts before us 
and with others to be added, it will be 
clear why Hydro became an issue in 
the 1933 campaign. There was, and 
is, an honest difference of opinion 
among leaders devoted to the welfare 
of the Hydro over the 1930 contracts 
with the Quebec companies. 

It is charged that the Ferguson ad- 
ministration, not the commission, con- 
trolled the policies of Hydro after 
Sir Adam’s death; that this status 
continued through the Henry admin- 
istration (December, 1930, to June, 
1933) ; and that, for political reasons, 
both were too favorable to private in- 
terests. Also, that the Quebec com- 


mitments should not have been made, 
at least on the terms agreed to, right 
after the financial crash of 1929 and 
in the unsettled condition of world 
industry and finance. The defense is 
that depressions had occurred before 
and that, had the slump soon ended, 
as it was freely predicted it would, 
the commission would have been 
charged with incompetency had a 
power shortage occurred as happened 
in 1920-1922. 


uT there were other occurrences 

which had aroused popular ap- 
prehension. The Beauharnois Light, 
Heat & Power Company, with which 
the commission made a contract for 
250,000 horsepower before the com- 
pany’s plant on the St. Lawrence 
river was built, obtained its franchise 
by methods which caused an investi- 
gation by the House of Commons, and 
created one of the greatest political 
scandals in recent Canadian history. 
While the Hydro Commission was: 
not involved in the scandal, Ontario 
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people were not pleased to learn that 
the Hydro contract had been the de- 
termining factor in enabling the Beau- 
harnois Company to float security is- 
sues of $30,000,000. 


HERE were several other things, 

the most prominent being the 
contract for 100,000 horsepower with 
the Hudson Bay Power Company, a 
subsidiary of the Abitibi Paper and 
Power Company. This came as a 
complete surprise since it was known 
the commission had planned to de- 
velop its own generating stations in 
the north country, and had little mar- 
ket at the time for this large block of 
power. The company went bankrupt 
in 1932 and when Premier Henry, for 
the Province, purchased the compa- 
ny, it was noted that bonds at $90 
were exchanged for company bonds at 
$100, then selling on the stock ex- 
change at $30 or $40. Charged him- 
self with owning company bonds, the 
Premier kept silent but was at length 
compelled to confess on the floor of 
the House that he held $25,000 worth, 
and that the Hon. Arthur Meighen, 
Conservative leader in the Dominion 
Senate, whom he had appointed a 
member of the Hydro-Electric Power 
Commission, held $3,000 worth. 


HIs “Abitibi” episode set the 
woods of popular indignation 
afire and was made the most of by the 
Liberal party. The people’s misgiv- 
ings were later justified by the find- 
ings of a royal investigating com- 
mission, Chief Justice Latchford pre- 
siding.® 

© Report of the Latchford-Smith Royal 

Commission appointed by the Hepburn 
eal, July 


ernment to probe the Abitibi power d 
18, 1934. 


The principle of public ownership, 
or the advisability of turning the Hy- 
dro over to a private corporation, was 
not at stake in the campaign, but the 
question of its management distinctly 
was. That the people believed they 
were voting to clear that management 
of any suspicion of corporation in- 
fluence or political party control, is 
certain. Both parties in their cam- 
paign platforms declared their undy- 
ing allegiance to public ownership and 
the welfare of Hydro. The one de- 
fended its action, the other attacked it, 
an episode common to administration 
of public affairs the world over. 

Premier Hepburn, immediately up- 
on taking office, discharged the old 
commission (Mr. Meighen had re- 
signed just before the election) and 
appointed as chairman T. Stewart 
Lyon who, as editor of the Toronto 
Globe, had fought for Hydro for 
thirty years, and commands the re- 
spect of the Province. Other mem- 
bers are Attorney General Arthur W. 
Roebuck and Thomas B. McQueston, 
Minister of Highways and Public 
Works. The new commission at 
once dismissed the solicitor, the chief 
engineer, and one other (the treasurer 
had resigned after the election). The 
rest of the staff were notified that 
they were being placed upon a day-to- 
day basis and that all receiving sal- 
aries above $5,000 per annum should 
stand ready for reductions if they 
wished to continue in their positions. 
But after six months few salaries 
have been cut, no one has been dis- 
charged, and I doubt if there will be. 


F pene program of economy was 
inaugurated ; a new 17-story of- 
fice building under construction was 
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reduced to six stories; sales campaigns 
in the municipalities and among the 
farmers were promoted; contract re- 
quirements for farmers were made 
easier, and their rates somewhat re- 
duced. The chairman of the com- 
mission again became its spokesman, 
and the people are being informed of 
the inner financial status and policies 
of the enterprise. Large blocks of 
surplus power for which there was 
no other market have been sold at 
will at very cheap rates to pulp and 
paper mills and other industries for 


steam generation. Meantime the 
downward trend of the load curve has 
been halted and it is now on the up- 
grade. 

Recent advance information from 
Chairman Lyon on the outcome of the 
1934 business, full details of which 
are not yet available, indicates that last 
year’s revenue will be increased by 
something over $1,700,000. How 
soon the Hydro will be “out of the 
red” depends largely upon the future 
of heavy industry. The four Quebec 
contracts, including the Gatineau, 


& 


Hydro-Electric Power Commission of Ontario 


CoNDENSED STATEMENT OF ASSETS AND LIABILITIES, Power UNDERTAKINGS 
October 31, 1933 


Assets 
Generating plants, transmission lines, transformer stations, distribu- 


tion lines, lands, buildings, etc. ........ 


Inventories 

Balances receivable on properties sold 
Investments (government bonds) 
Cash 

Accounts receivable 

Work in progress 

Unexpired insurance 

Unamortized discount on debentures 


Toronto to St. Catherines Radial Railway 


rn thtseeute Samereebehennd $280,523,743.64 


2,454,929.91 

2,562,345.82 
41,593,423.59 3 

2,312,117.70 


$335,671,083.90 


Liabilities 


Province of Ontario—Advances 


Less—Repayment under provisions of Power Com- 


mission Act 

Debentures issued by the commission 
Bonds and debenture stock assumed 

Less—Retired by the commission 
Short-term loans 
Accounts payable 
Reserves : 

Insurance 

Staff pensions 

Sinking fund 

Renewals 

Contingencies 

Interest 


lIncludes accrued interest $496,473.17. 
2Includes accrued interest $701,633.83. 
8 Includes accrued interest $130,793.27. 
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$205,098,280.83 


17,028,012.59 $188,070,268.24 
61,447,583.83 # 


9,335,799.31 
5,800,000.00 
1,685,432.82 


20,425,770.63 


221.23 
69,331,999.70 


$335,671,083.90 
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stand in the way, requiring cash pay- 
ments of nearly $8,000,000 this year 
and over $9,000,000 in 1936. 

If business revival lags there is still 
left, as before noted, some $11,000,- 
000 in the commission’s rate stabili- 
zation fund for all systems, and more 
than that amount in the operating 
surpluses of the municipalities. 


ly finally it becomes necessary to 
raise rates to ultimate consumers, 
a 25 per cent increase would have the 
following results: Domestic cus- 
tomers now paying an average of 1.57 
cents per kilowatt hour would be 
raised to 1.96 cents or nearly 2 cents 
per kilowatt hour, which would not 
materially affect consumption. Com- 
mercial costs would be increased from 
an average of 2.10 cents to 2.63 cents 
per kilowatt hour; industrial users 
who have been paying an average of 6 
mills would be raised to 74 mills; mu- 
nicipal service would go up from 1.24 
cents to 1.55 cents; the farm customer 
would be charged 5.6 cents as against 
4.5 cents, his present average cost. 
On the basis of the 1933 demand, this 
still would yield added revenue of 
around $7,700,000; and a 33 per cent 
increase, which would not bring rates 
to within rifle shot of American pri- 
vate rates, would bring over $10,000,- 
000. This leaves out of account di- 
rect sales by the commission to heavy 
industry, normally around one third 
of its total load. 

We may now turn to-the general fi- 
nancial status of the Hydro enter- 
prise. The balance sheet of the com- 
mission is a characteristically detailed 
statement occupying 13 pages of the 
1933 Annual Report. At my request, 
the chief accountant kindly reduced 


this to a brevity comparable to Ameri- 
can statements and it is printed as a 
part of this article. 


ii is idle, however, to quote from or 
present official reports unless it is 
first determined whether they are ac- 
curate and complete and have been 
honestly and ably audited. The 
American public has been informed 
that “apparently there has been no 
independent audit of the books or ac- 
counts of the Hydro Commission in 
many years.”7 I looked very care- 
fully into this matter. 

The fact is that the provincial gov- 
ernment appoints a firm of chartered 
accountants to audit the commis- 
sion’s books and report annually. 
Since 1916, the firm of Clarkson, 
Gordon, Dillworth, Guilfoyle, and 
Nash, of Toronto, has been employed. 
It keeps four auditors at the Hydro 
office all the time. There is a joint 
pre-audit and a post-audit by the 
Clarkson auditors and the commis- 
sion’s accountants. In company with 
an engineer-accountant, I compared 
the 1933 Clarkson audit and the com- 
mission’s report. They checked in all 
essentials. The net result proved that 
an outsider studying the commission’s 
Annual Report is, in effect, examining 
the audit of the Clarkson firm. 

The crux of the utility problem and 
the secret of genuinely low rates lie 
in the amortization of invested capital 
and reduction of interest charges. 
Since 1912, both the commission and 
the municipalities have set up sinking 
funds or serial debenture retirements 
for that purpose. 

7™Government (Political) Ownership and 
the Electric Light and Power Industry, p. 49. 


Published by the National Electric Light As- 
sociation, 1928 edition. 
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Ontario’s Financial Showing 


6¢ As a going concern with assets in 1933 of 

$335,000,000 ; liabilities of $266,000,000, 
and reserves of $69,000,000 largely invested in 
government bonds, 60 per cent liquid, the com- 
mission operating the wholesale end of the enter- 




















prise would not appear to be in immediate danger 
of dissolution. It is now 23 per cent out of debt 


on its investment.” 





HE commission’s sinking funds 
as of October 31, 1933, stood at 
$27,925,000 or close to 10 per cent of 
its plant investment of $280,523,000. 
The sinking funds of all municipali- 
ties totaled $9,386,000; bonds paid, 
$17,651,000; a grand total of $27,- 
037,000 or nearly 30 per cent of the 
$91,184,000 investment in distributing 
plants.® 
In 1933 over 10 per cent of the 
Hydro’s gross revenue was appro- 
priated to sinking-fund reserves and 
serial bond retirements. The elec- 
trical industry of the United States 
has claimed for several years that it 
paid around 10 per cent of its gross 
revenue for taxes.® These figures, 
then, balance each other and prove be- 
yond question that the tax element is 
not the explanation of the difference 
in rates since private companies do not 


81933 Annual Report, p. 288. 

8Editor’s Note: Mr. King’s statement 
seems somewhat out of date. On January 1, 
1935, President Thomas N. McCarter of the 
Edison Electric Institute stated: “For the 
country as a whole, taxes now take one dollar 
out of every seven which private utilities re- 
ceive from their customers.” This would 
average slightly less than 15 per cent of 
gross revenue. Other estimates range as 
high as 17 per cent national average. In the 
state of Washington, it has been said private 
utilities pay as much as 21 per cent of gross 
receipts for taxes. 


amortize their capital. The commis- 
sion did pay last year over $500,000 
in water rentals and local taxes on 
buildings and lands it occupies, etc. 
It also pays tariffs on machinery im- 
ported from the United States and 
sales taxes to which Amercian compa- 
nies are not subject. The Hydro pays 
actually hundreds of thousands of dol- 
lars in taxes but the subject cannot be 
pursued here. 


| waeegeen depreciation has constant- 
ly been charged in all depart- 


ments of the enterprise. In 1933 the 
commission’s reserve stood at $25,- 
033,000 and those of the municipali- 
ties at $16,075,000.” 

The standard straight-line deprecia- 
tion rate sheet lists 28 items ranging 
from 1 per cent to 8.33 per cent. For 
example, percentages for generators 
and exciters, 2.25 per cent; station 
transformers, 2.12; steel transmission 
towers, 2.71; wood poles, 4.50; steel 
penstocks, 2.38; concrete dams, 2.; 
copper cables, 1. This will answer the 
many American inquiries as to wheth- 
er the Hydro is setting up proper de- 
preciation reserves. 

It is pertinent to note that the total 


10 1933 Annual Report. pp. 145, 288. 
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reserves of the Hydro show a sub- 
stantial increase each year. Despite 
withdrawals from contingency funds 
to meet depression deficits, sinking 
and depreciation funds have been pro- 
vided as usual. 

As a going concern with assets in 
1933 of $335,000,000; liabilities of 
$266,000,000, and reserves of $69,- 
000,000 largely invested in govern- 
ment bonds, 60 per cent liquid, the 
commission operating the wholesale 
end of the enterprise would not appear 
to be in immediate danger of dissolu- 
tion. It is now 23 per cent out of 
debt on its investment. In twenty- 
five years it will be 80 per cent out of 
debt, as against its present properties, 
through sinking-fund accumulations, 
with interest charges rapidly disap- 
pearing. Since interest is the largest 
single item in fixing electric costs the 


effect of still further lowering the 
Hydro’s already low rate schedules by 
the extinction of interest requirements 
becomes impressive. 


HE retailing municipalities are in 

a still better position. Not re- 
quiring new capital for plant exten- 
sions in proportion to the rapidly ex- 
panding generating and transmission 
systems and so being able to pile up 
extra surpluses, nearly 100 of them 
are now wholly or practically debt 


free. Consolidated, their “percentage 
of net debt to total assets” stands at 
39.5 per cent. They finance on 20-to 
25-year debentures, hence ’ere long 
they will owe nothing and be ready 
for another depression. 

No investor—widow or otherwise 
—has ever lost a dollar by investing in 
Hydro bonds, now quoted at $1.11. 
While I was in Toronto the commis- 
sion advertised a $10,000,000 issue of 
its own bonds. It was snapped up by 
a banking syndicate at $1.03 with in- 
terest cost to the consumer of 3.05 per 
cent. 

As these last paragraphs are writ- 
ten, word comes that Chairman Lyon 
has announced to the annual conven- 
tion of the Ontario Municipal Electric 
Association—Hydro _ officials—that 
from now on the Hydro municipali- 
ties through the commission will 
progressively assume the debt, as a 
direct obligation, incurred by the gov- 
ernment on its behalf, and henceforth 
do its own financing. He also an- 
nounced that he hoped Hydro power 
would eventually be generated within 
the Province by publicly owned and 
operated plants. All of which again 
indicates that the Hydro is not broke 
and that public ownership is no longer 
an issue in Ontario, any more than 
our own parcel post system is an issue 
here. 





Between March, 1933, and March, 1934, the cost of food rose nearly 11 
per cent. A pplied to the $7 500,000,000 retail sales of all items of food in 
the United States, this means an increase at the rate of some $800,000,000 
per year which will be paid out of the householder’s shrinking purse as 
the result of the combined consequences of the wilful destruction of crops 
and animals, last year’s drought, and the price-raising effects of the 
NRA. This i is $122,000,000 more than the total bill of $678,000,000 for 
all domestic electric service in the United States in 1934. 

—Enison Etecrric Instirure BULLETIN 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


HucxH S. JoHNson 
Former NRA Administrator. 


Henry A. WALLACE 
Secretary of Agriculture. 


Harotp L, Ickes 
PWA Administrator. 


HamItton Basso 
Journalist. 


Samuet O. DuNN 
Publisher. 


Davin E. LirtentHAL 
Director, Tennessee Valley 
Authority. 


Railway Age. 


Davip LAWRENCE 


Editor, The United States News. 


Samuet B. PerrenciLy 
Representative from Indiana. 


—MONTAIGNE 


“The administration’s accomplishments have no parallel 
in history, but the push is gone.” 


« 


“Capitalism destroys itself by the extraordinary em- 


-phasis it places upon the individual.” 


¥ 


“Lacking divine power, the administrator could not 
perform a loaves-and-fishes miracle.” 


> 


“There are, after all, a few intelligent men in Wash- 
ington and sometimes they say things that deserve 
our attention.” 


* 


“Solution of the problem of unemployment has been 
so long delayed because so little attention has been given 
to the employed.” 

~*~ 


“. . to the holding company must go the credit 
for the unprecedented flow of capital into the public util- 
ity industry, making possible extensions and improve- 
ments of service.” 


¥ 


“Adoption of government ownership of railways would 
deal a more terrific blow to capitalism, and advance 
state socialism more, than all the measures yet adopted 
or proposed by the New Dealers.” 


* 


“Judging by the speeches of members of Congress, 
‘propaganda’ is defined as all letters, telegrams, and 
other writings or speeches which may happen to differ 
from the point of view of the members themselves.” 


¥ 


“If private business is to be asked to play the game, 
it must be assured that it will still have a game to play. 
I would like to repeat that statement in letters a foot 
high and hang them on the wall of every office in 
Washington.” 
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Bargain Sales of Electricity 


What is being done and what should be done 
to promote a larger use of electric service 


By H. ZINDER anp WALTER E. CAINE 


joys bargains and is attracted to 

bargain sales. Yet, this funda- 
mental principle of pricing and mer- 
chandising, which is the life blood of 
trade, has been absent from electric 
utility practices. Instead, cloistered 
within conference rooms, utility rate- 
makers have discussed “scientific” 
rates based on cost or value, cost al- 
locations, rates of return, et cetera. 
Such discussions have been based on 
the principle that regulation of a 
monopoly requires the determination 
of a “just price.” Overlooked was 
the fact that electricity was competing 
with every other commodity for a 
share of the consumer’s dollar, and 
that if volume were not high, the price 
would have to be high. 

It is true that many electric rates 
have been promotional in form, and 
most utilities have advertised the sur- 
prising amount of service one kilo- 
watt hour can afford. But “promo- 
tional” is a scientific term. To ex- 
plain how a promotional rate rapidly 
reduces average rates requires an ex- 
planation of the rate that usually 


[ is axiomatic that the public en- 


leaves the customer cold. In fact, 
many in the industry and those con- 
nected with it argue strongly and cite 
examples to prove that no close re- 
lationship exists between the rate 
charged and the amount of service 
used. 


r must be admitted that a large por- 
tion of the public is not rate con- 


scious. Certainly, this cannot be 
viewed as a healthy condition. How 
can a customer be expected to utilize 
a service to its fullest extent if he 
has only a vague conception of the 
price of that service, either for an 
additional unit or the average price? 
So much emphasis has been placed up- 
on selling appliances that the neces- 
sity of selling the customer the major 
product, electric service, has often 
been neglected. The two must go 
hand in hand. 

Thousands of appliances now gath- 
ering dust on shelves in attics or back 
closets might come into use if the cus- 
tomer were aware of the cost of such 
use and could evaluate it in terms of 
his family budget rather than some 
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unknown quantity in his total electric 
bill. Likewise, millions of lamps 
might be permitted to burn longer 
hours, refrigerators would not be 
plugged in and out during certain sea- 
sons of the year and hours of the day, 
and other essential appliances would 
not be used so sparingly. 

To accomplish this purpose requires 
placing electric service on the bargain 
counter squarely before the public. 


H™ can this be done or is it be- 
ing done? A big splash was 
heard throughout the country when 
the Pacific Gas and Electric Com- 
pany offered free electricity! Here 
was a bargain offer. Here was a 
test of the elasticity of demand for 
electric service. The Milwaukee 


Electric Railway and Light Company 
and associated companies in Wis- 
consin plunged in shortly afterwards 


with a similar offer. These were 
temporary bargain sales—trial offers. 
But precedents were broken, and the 
public aroused. Out of necessity, 
perhaps, there appeared the more 
constructive and permanent bargain 
offer of the Commonwealth and 
Southern Corporation over its Ten- 
nessee valley properties. In rapid suc- 
cession there followed the revised per- 
manent bargain offer of the Pacific 
Gas and Electric Company, that of 
the Hartford Company, and the so- 
called “low-cost” plan announced for 
Wisconsin by the public service com- 
mission of Wisconsin. The move- 
ment is spreading and warrants an- 
alysis. 

These bargain sales all have an im- 
portant common characteristic. To be 
eligible for the bargain a customer 
must use as much electricity as shown 


by his bill for the corresponding 
month of the previous year or for 
some base period. This tends to pro- 
tect the existing revenues of the util- 
ity. The customer gets no reduction 
in his total bill for service unless he 
decreases his use, under which circum- 
stances the bargain offer does not ap- 
ply. The customer can get a reduc- 
tion in rate only provided he increases 
his use, thereby generally increasing 
his total bill and in turn the total reve- 
nues of the company. From this 
point on the various plans differ. 


HE Commonwealth and Southern 

properties in Alabama, Georgia, 
and Tennessee offer a limited number 
of additional kilowatt hours free. The 
number of free kilowatt hours is de- 
termined as the difference between the 
kilowatt hours included in the base bill 
(the bill for the corresponding month 
of the previous year) and the number 
of kilowatt hours the same bill would 
purchase under a new and lower rate, 
called the objective rate. - After the 
free kilowatt hours above the base 
bill have been used up, the customer is 
billed for all additional energy at the 
objective rate. The level of the ob- 
jective rate is below that of the pres- 
ent rate, but not uniformly so that the 
number of free kilowatt hours repre- 
sents the varying horizontal spread be- 
tween the curves of the present and 
objective rates. 

In other words, the number of free 
kilowatt hours a customer gets de- 
pends on the base bill from which he 
starts, which is his previous year’s use 
for the same month. In general, a cus- 
tomer whose past use has been large 
has available a greater number of free 
kilowatt hours than a small user. 
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HE Pacific Gas and Electric Com- 

pany simply offers a 50 per cent 
discount on all increased use. Begin- 
ning in 1935, Mr. Samuel Ferguson’s 
Hartford Electric Light Company of- 
fered 25 kilowatt hours free with the 
purchase of 5 kilowatt hours of addi- 
tional use at the regular price. This 
plan provides for a maximum of 50 
free kilowatt hours for the purchase 
of 10 additional kilowatt hours. 

The Wisconsin plan as originally 
proposed by the public service com- 
mission offers all additional use at 2 
cents per kilowatt hour (in cities over 
8,000 population, 24 cents in cities 
2,000 to 8,000 population, and 23 
cents in cities under 2,000 popula- 
tion) up to a total use of 200 kilowatt 
hours and 14 cents for all energy in 
excess of 200 kilowatt hours per 
month. The plan also sets up objec- 
tive or “low-cost” rates as standards 
to be reached by the utilities in the 
future. The prices for additional use 
represent the prices in the second 
block of the “low-cost” rates. 


HE Commonwealth and Southern 

provides for periodic reductions 
in the present rates. Originally a 5 per 
cent annual reduction in the base rate 
was provided. This has recently been 
revised to 5 per cent every six months 
to speed up the process of reaching the 
objective rate." 


1 Docket No. 6483 (Ala. 1933) 3 P.U.R. 
(N.S.) 355, 366. 


e 


I" the plan first proposed for Wis- 
consin an annual reduction in rates 
was provided for equivalent to a fixed 
percentage of the revenues from in- 
creased sales. For certain utilities 
this percentage was 25 per cent and 
for others 10 per cent. The classifica- 
tion was on the basis of the increment 
firm power production costs. No such 
specific annual reductions are pro- 
vided in either the Hartford or Pacific 
Gas and Electric Company schemes. 

The announcement of the Hartford 
plan is accompanied with a statement 
of a future low rate and that annual 
reductions will be made in the present 
rate. However, neither the amount 
of the future reductions nor the fu- 
ture rate itself is specifically tied in 
directly with the plan. 

The proposed modified Wisconsin 
plan does not call for automatic an- 
nual reductions of a specified amount 
but simply leaves to the commission 
the review of the results at the end 
of each year to determine the extent 
of the reduction to be made in the 
base rate. 

The above brief review sets forth 
the essential elements of the various 
plans, points out their similarities, and 
contrasts their differences. Before 
proceeding to a critical review of their 
advantages and disadvantages, some 
of the fundamental principles of util- 
ity rate making that are involved 
should be reviewed. These are cost- 
of-service principles. 


in attics or back closets might come into use if the custom- 


q “THOUSANDS of appliances now gathering dust on shelves 


er were aware of the cost of such use and could evaluate it 
in terms of his family budget rather than some unknown 
quantity in his total electric bill.” 
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[ seems only fair to ask what makes 
these bargain offers possible? 

Anyone familiar with rate princi- 
ples is aware that if a rate schedule 
were properly designed to distribute 
the cost of service in accordance with 
the customer’s individual responsibil- 
ity for costs, no bargain rates could 
be justified, nor would they be neces- 
sary. Theoretically, it might be pos- 
sible to approach such an ideal rate, 
but it would necessarily be so compli- 
cated and undesirable in form as to 
make it entirely impractical. The near- 
est approach to this theoretical ideal 
has been the Doherty three-part rate. 
Where this form of rate is employed 
and the prices used for the three ele- 
ments of the rate, customer, demand, 
and energy, are made to approach 
costs, the rate is highly promotional. 
The price per kilowatt hour for en- 
ergy in the energy portion of the rate 
would be only slightly above the in- 
crement costs of production. This 
price in itself would be a bargain 
price. 

It is significant to note that a rate 
properly designed from a cost-of-serv- 
ice point of view will approach the 
necessary design of a rate from the 
point of view of promoting increased 
use of service. However, experience 
has shown that even one such fixed 
charge element in a rate schedule will 
call forth some customer objections. 


wo fixed charge elements would 

probably cause a definite custom- 
er reaction in most instances. As a 
result there is an absence of any sep- 
arate fixed or customer charge ele- 
ments in most electric rate schedules. 
Instead, an effort is made to recover 
a substantial portion of these costs in 


the first block of the rate schedule. 
This results in a comparatively higher 
price per kilowatt hour for the first 
block of energy in a rate schedule than 
would otherwise be necessary. 

To obtain the lowest possible top 
price in a rate schedule many utilities 
increased the size of the first block 
thereby spreading these fixed costs 
over a larger number of kilowatt 
hours. Thus a customer not using all 
the kilowatt hours in the first block 
fails to return all the fixed costs of 
service. Where the first block was in- 
creased to 50 kilowatt hours or more, 
the rate became practically a straight- 
line rate for most customers. Hence, 
these compromises with the theoretic- 
ally correct rate not only resulted in 
a loss of promotional price induce- 
ments to increased use but brought 
about a situation of a large number 
of small users being served at less 
than cost supported by better users 
paying more than cost. This situa- 
tion is often overlooked when one 
part of a rate is compared with costs, 
usually the part applying to the larger 
users, without considering the other 
parts of the rate or the rate as a 
whole. This maladjustment of rates 
and costs can be corrected in one of 
two ways: (1) a change in rates, or 
(2) increasing the use of the smaller 
users. 


- existing rates were to be revised 
more closely in accordance with 
costs, the bills of small users would 
be increased and those of larger users 
decreased. The rate would then take 
on promotional characteristics by of- 
fering additional energy at lower or 
even bargain prices. Even under more 
favorable public and political circum- 
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Customer Objections to Fixed Charges 


“7? is significant to note that a rate properly designed from a 
cost-of-service point of view will approach the necessary 
design of a rate from the point of view of promoting increased 


use of service. 


However, experience has shown that even one 


such fixed charge element in a rate schedule will call forth some 
customer objections.” 





stances than the present, such re- 
visions in rates would risk em- 


phatic public disapproval. Laws now 
on statute books prohibiting service 
charges in electric rates are witness 
to the possible consequences of such 


action. 


HE second alternative, that of in- 

creasing the sales to present small 
users, is the road commonly being 
traveled toward lower rates. As the 
small customer increases his use under 
most existing rates, his total bill ap- 
proaches the cost of service to him. 
Should his use increase greatly, he 
enters the class that is paying more 
than cost. This occurs due to the 
fact that the existing rates for in- 
creased use for the present small cus- 
tomers cover more than the added or 
increment costs. As enough custom- 
ers increase their use, a margin for re- 
duction in rates thus becomes avail- 
able. This is recognized as the slow 
process of having increased volume 
precede lower prices, the dilemma of 
electric rates and sales. 


N other words, rates are high due 

to the low average use per custom- 
er and the customer cannot increase 
his use because rates are high. It re- 
quires intensive merchandising efforts, 
which must be doubled in many cases, 
to sell appliances where the cost of 
operation is high. In the case of 
some of the heavy duty appliances, 
such as ranges, refrigerators, and 
water heaters, special rates were nec- 
essary and were filed. This was in 
the nature of offering bargain rates 
for increased use—but limited to a 
few particular uses. Gradually gen- 
eral service rates were reduced to the 
level of special cooking and refrigera- 
tion rates so that these two forms of 
special rates have been eliminated in 
many instances. The use of special 
water heating rates for controlled 
service, however, continues to in- 
crease. 

. But, existing rate schedules, includ- 
ing special rates, and past efforts in 
merchandising, have enabled only a 
limited number of customers even to 
approach the saturation point in the 
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use of electric service. To reach the 
remaining large number of small 
users and to increase their use with- 
in a comparatively short time so that 
the concomitant lower rates may be 
established are the necessity of the in- 
dustry. This necessity has developed 
these various bargain sales of electric- 
ity. Essentially these bargain sales 
make available now to the customer 
who increases his use that rate sched- 
ule which would only be possible if 
he had increased his use. Thius, the 
dilemma of electric rates is broken by 
having price cuts precede volume. But, 
in doing so in a manner that does not 
cut existing revenues, discrimination 
results. 


| geese rationalizations were 
developed to defend the prac- 
tice of using special rates for particu- 
lar uses against the charge of discrim- 


ination. However, the charge of dis- 
crimination arises more forcibly when 
the practice is extended to all in- 
creased use, as in the case of the 
bargain offers. Certainly a form of 
discrimination exists when Customer 
A pays $4.20 for 170 kilowatt hours 
and Customer B $6.65 for the same 
amount of energy. The only differ- 
ence between the two customers is 
that Customer A added a range in 
1935 and increased his monthly use 
140 kilowatt hours under the 50 per 
cent discount plan of the Pacific Gas 
and Electric Company in Berkeley, 
and Customer B added his range in 
1934. 

No attempt has appeared to ration- 
alize such a result as nondiscrimina- 
tory. Instead, arguments appear jus- 
tifying the practice as being in the 
public interest. The utility cannot 


offer the same low rates for all cus- 
tomers since to do so would reduce 
revenues below a reasonable level. By 
affording the special inducement to 
the small user, it is anticipated he will 
increase his use much sooner than 
he otherwise would. When enough 
customers have increased their use to 
the higher levels, the result is that the 
rates to the present large users will be 
reduced. 


N other words, there is only a time 

lag involved before all customer 
bills for the same use will be equal- 
ized by a reduction in the present 
rates. Furthermore, if the plan is not 
permitted, the larger customers would 
not be able to get any present reduc- 
tion and would probably wait even 
longer before an equivalent reduction 
to that made possible by the success 
of the bargain offer could be made. 

It is important to note that the 
justification for discrimination rests 
on two factors: (1) that an imme- 
diate reduction cannot be made, and 
(2) the discrimination is temporary. 
It is only by means of establishing an 
objective rate at the same time that 
the plan is inaugurated, together with 
a provision for periodic revisions in 
the basic rate, that the temporary 
existence of the discrimination can 
be assured. The order of the public 
service commission of Wisconsin rec- 
ognized the element of discrimination 
inherent in its proposed “low-cost” 
rate plan and stated as follows: 

The commission has broad powers, un- 
der § 196.395 to establish experimental rates. 
From the facts available, we believe that 
the above “low-cost” rate plan, under § 
196.395, is not inconsistent with §§ 196.60 
and 196.62, when the overall results are 


considered. (Sections 196.60 and 196.62 de- 
fine discrimination.) 
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WwW the above principles as a 
background the various bargain 
offers can be critically considered. 
The following elements appear essen- 
tial to any bargain offer: 


1. Simplicity and ease of customer 
understanding. Unless the customer 
can be made readily aware of the 
bargain offered and able to determine 
the extent to which he might benefit, 
the sale cannot hope to reach its full- 
est possible results. 


2. The offer must lead to and be 
tied in with a specific objective rate. 
Unless this is done, not only will the 
accusation of discrimination be left 
unanswered, but difficulties might 
readily arise when the plan expires. 
These difficulties exist in the neces- 
sity of substituting a permanent new 
rate at some future date that would 
be equal to or lower than the lowest 
rate earned by any customer under 
the plan. If care in designing the 
plan is not taken, this might lead to 
either a future reduction in total rev- 
enues that could not be absorbed, or 
the alternative of increasing the bills 
of some customers. 

3. The plan should be such that 
the impetus is given the multitude of 
small users to increase their use 
rather than to the fewer larger users 
to increase their use. In most cases 
it is only in this manner that a sub- 
stantial gain in average use per cus- 
tomer can be made with consequent 
lowering of rates to all users. 

4. Ease of administration. The 
large number of bills sent out by a 
utility each month demands that the 
cost of billing, bookkeeping, and col- 


lecting be kept at a minimum through 
simple machine methods. The plan 
must not unduly complicate this 
routine and thereby result in increased 
costs that might offset much of the 
advantages possible under the plan. 


HE Pacific Gas and Electric 50 

per cent discount, the Hartford, 
and C. & S. free electricity, and the 
original Wisconsin “low-cost” rate 
are plans which typify four possible 
modifications of bargain offers. It is 
of interest to review these schemes in 
relation to the manner they meet the 
above essential requirements. 

It appears that the 50 per cent dis- 
count on all increased sales used by 
the Pacific Gas and Electric Company 
is the most simple from the point of 
view of customer understanding and 
his ability to appraise the value of the 
offer. Only one rate schedule is in- 
volved, and it is only necessary for the 
customer to understand that the 50 
per cent discount does not apply to his 
entire use but only to his increased 
use. Even if the customer is not 
aware of the nature and details of his 
present rate, the 50 per cent discount 
should in itself appear as an attractive 
bargain. The Hartford plan also 
should have no difficulties with pub- 
lic understanding. However, it 
should be very clearly recognized that 
the absence of any specific objective 
rate being directly tied in with these 
two offers is in a large measure respon- 


e 


problems of administration. The billing complications are 


q “At of the [rate] plans are subject to much of the same 


many, and it undoubtedly means some increased cost of 
billing. Numerous complaints are likely to arise under 
those plans that make it difficult for the customer to check 
his own bill.” 
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sible for their forthright simplicity. 


HE Wisconsin plan of 2 cents per 

kilowatt hour for all increased 
use up to a total of 200 kilowatt hours 
per month plus 1} cents per kilowatt 
hour for all energy in excess of this 
amount gives the customer a definite 
measurable quantity by which to ap- 
praise the offer made. Complications 
of objective rates are present in this 
plan but are minimized since the offer 
really consists to a large extent in ap- 
plying the present rates for all past 
use and the new “low-cost” rates for 
all increased use. On the other hand, 
the Commonwealth and Southern plan 
appears more complicated. In gen- 
eral, the promotional rate is not ap- 
plied until it results in an increase in 
bill to the customer for an increase in 
use. The amount of free electricity a 
customer will receive represents the 
difference between the number of kilo- 
watt hours used during the base 
month and that equivalent to the same 
bill in dollars and cents under the new 
rate. These free kilowatt hours may 
vary widely from month to month for 
any one customer. If the informa- 
tion is not placed on the bill, the cus- 
tomer will not only be unaware of the 
number of free kilowatt hours he re- 
ceived but will be at a loss as to how 
his bill has been determined. Even if 
the free kilowatt hours are shown, the 
problem remains of explaining the 
variation in number of free kilowatt 
hours. 


Sew complications of the Com- 
monwealth and Southern plan are 
disadvantageous from the point of 
view of customer understanding, but 
the plan is to particular advantage 
from the point of view of being com- 


2 Alabama 


pletely tied in with the proposed new 
rates. The plan takes the shortest and 
quickest route between the two rates, 
immediate and objective, outside of a 
complete substitution of rates. “One 
year after the adoption of this new 
rate plan, 66 per cent of the customers 
were being billed on the ‘objective’ 
rate, and 64 per cent were receiving 
additional free electricity for their 
base bills. Approximately 27} per 
cent were being billed on the ‘present’ 
rate. Over one third of this 274 per 
cent are new customers, so that more 
than 80 per cent of the residential cus- 
tomers who were taking service when 
the new plan went into effect have 
benefited by it.” * 

This remarkable record can hardly 
be expected under any of the other 
plans. It appears almost inevitable 
that the other plans will give rise to 
a situation wherein a wide range of 
bills for the same consumption will be 
rendered for a large number of cus- 
tomers for some time. These bills will 
be midair, so to speak, between the 
curve of the present rate and the 
objective or some future rate. 


— clean the slate requires that 
yearly reductions be made in or- 
der to bring all bills down to the level 
of the objective rate or to the level of 
the lowest average rates earned by 
any of the customers under the in- 
ducement plan. The only other alter- 
natives are to continue the plan in- 
definitely or to substitute some inter- 
mediate rate which will increase the 
bills of some customers. The latter 
result is one to be avoided wherever 
Public Service Commission. 
Docket No. 6483 Supplemental Order of the 


Commission in the Matter of Urban Resi- 
dential Rates, February 11, 1935. 
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“ 


Selling Bargain Rates to the Public 


bargain rates, low-cost rates, objective rates, 50 per cent 


discounts, and even free electricity will not of themselves result 

in substantial increases in consumption. It must be a bargain sale 

attended with all the publicity, advertising, merchandising, and 
sales promotion activities necessary to make any sale a success.” 





possible. Both the Pacific Gas and 
Electric and the Hartford plans, from 
information available, have inherent 
in them future increases in bills to 
customers to some point between the 
bill resulting from the plan and the 
existing rate. 

This need for cleaning the slate at 
some future date with a new and 
lower rate represents the revenue risk 
the utility must take. It places a defi- 
nite limitation on the level of the ob- 
jective rate used. If the necessary in- 
crease in consumption does not fol- 
low, then at the time of such substitu- 
tion of rates, a reduction in revenues 
will follow. This reduction will be 
caused by reducing the bills to both 
small and large customers who have 
not increased their consumption and 
remained on the level of the old rate. 
As a hedge to this risk some utilities 
have placed a “stopper” in the form 
of not having the plan apply to the 
smaller customers. 


OR example, in the case of the Ohio 
Edison Co. (Youngstown) the 
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stopper is placed at 20 kilowatt hours, 
in the case of the Iowa and Nebraska 
Light and Power the stopper is placed 
at 40 kilowatt hours and in the 
modification of the original Wis- 
consin plan a stopper between 20 
and 40 kilowatt hours is provided. 
By requiring a customer to use be- 
tween 20 to 40 kilowatt hours in this 
proposed modification before the in- 
ducement plan, low-cost rate, or free 
electricity is available, possible future 
difficulties in adjustment to a new rate 
are moderated, added billing costs are 
held down but a substantial portion of 
the total market becomes removed 
from the direct influence of the plan, 
and the effectiveness of the plan is 
thereby lessened. 

The plan originally proposed in 
Wisconsin gave a greater inducement 
to the small users compared with the 
larger users than any of the other 
plans. Two-cent electricity to a large 
user for additional use generally 
means little as a reduction in rates 
since many of the rates in this and 
other states now offer additional use 
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at 24 and 3 cents per kilowatt hour 
for such a customer. 


O* the other hand, compared with 
present prices of 5 cents to 10 
cents per kilowatt hour for additional 
use for the small user, the 2-cent price 
appears as a real inducement and 
bargain. The Commonwealth and 
Southern plan would appear to work 
in the opposite direction. A review 
of the relationship between the two 
rates indicates that the larger user has 
available considerably more free kilo- 
watt hours than the smaller user. For 
example, in the case of the Tennessee 
Electric Power Company, for a 
monthly use of 12 to 50 kilowatt 
hours during 1934, a maximum of 6 
free kilowatt hours was available. 
From this point on, the amount of 
available free electricity increased 
rapidly, being 31 free kilowatt hours 
for a monthly use of 100 kilowatt 
hours and 130 free kilowatt hours for 
a monthly use of 200 kilowatt hours. 

The Hartford and Pacific Gas and 
Electric Company plans appear to 
spread the inducement offered uni- 
formly among all classes of users, 
small and large. In Hartford, how- 
ever, the additional 10 kilowatt hours 
at the regular rates will cost more for 
the present small user than for the 
larger user. In this manner the actual 
cost of the 10 additional and 50 free 
kilowatt hours (the maximum pro- 
vided) is greater for the present small 
user than the larger user. In the case 
of the Pacific Gas and Electric Com- 
pany plan the 50 per cent discount is 
uniform on all additional use. How- 
ever, to the extent that the customer 
may measure his benefits in cents per 
kilowatt hour rather than in per cent, 


a greater inducement will exist for 
the smaller user. 


AX of the plans are subject 
to much of the same problems of 
administration. The billing complica- 
tions are many, and it undoubtedly 
means some increased cost of billing. 
Numerous complaints are likely to 
arise under those plans that make it 
difficult for the customer to check his 
own bill. Many details must necessar- 
ily be ironed out, such as a customer’s 
moving from one location to another, 
a customer’s being gone for a month, 
and similar situations that complicate 
the determination of the base kilowatt 
hours and base bill. 


We Hartford plan provides for an 
alternative of using the kilowatt 
hours and bill for October of 1934 
rather than the corresponding month 
of the previous year. Billing difficul- 
ties might be simplified in this manner 
if one month were used as a. base 
throughout the plan, but at the same 
time it might complicate the plan from 
the point of view of customer under- 
standing. If a typical month such as 
October is chosen, then for those 
months of normal use below the Octo- 
ber level the customer might not bene- 
fit by the plan even though some in- 
creased use occurred. Whereas, dur- 
ing high-use months, the customer 
would receive the benefit of a greater 
recorded increase than actually oc- 
curred. The added benefit resulting 
might offset the loss during the low- 
use months but the customer could 
readily become confused. It is de- 
sirable to have an alternative base, 
such as in the Hartford plan, which 
would be used where some unusual 
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of utilities take a new step beyond aggressive merchandising 


q “THE way has now been paved. It is time that sales policies 


into aggressive pricing policies. This requires translating 
the elaborate formula of determining a ‘just price’ into pric- 
ing policies and prices familiar to the public in all other 


ed 


dealings.” 


situation was apparent in the base pe- 
riod. 


. should be apparent from the above 
review of the advantages and dis- 
advantages of the various plans that 
no one plan meets all the essential ele- 
ments better than another. Only the 
Commonwealth and Southern plan 
has been in operation over a year and 
able to furnish the results of actual 
experience. 

Mr. F. A. Newton reports the fol- 
lowing results of the plan as measured 
in increased residential use per cus- 
tomer during 1934 compared with 
1933: Tennessee Electric Power 
Company increased from 612 to 774 
kilowatt hours, or 13.5 kilowatt hours 
per month; Alabama Power Company 
increased from 793 to 872 kilowatt 
hours, or 6.6 kilowatt hours per 
month; and Georgia Power Company 
increased from 796 to 879 kilowatt 
hours, or 6.8 kilowatt hours per 
month.® 

These results led the Alabama com- 
mission to pronounce the plan a suc- 
cess. In judging these figures, it 
must be recognized that the period is 
one in which the past downward trend 
in average domestic use was reversed. 
In addition, the three companies have 
had the benefits of EHFA codpera- 
tion. These three companies sold 

“The Commonwealth and Southern Objec- 


tive Rate Plan,’ F. A. Newton, Journal o 
Land & Public Utility Economics, May, 1935. 


three times as many refrigerators and 
four times as many ranges in 1934 as 
compared with 1933. Eliminating 
the effect of the “free electricity” ab- 
sorbed in Milwaukee and other com- 
munities served by associated compa- 
nies, the average domestic use in- 
creased 3.6 kilowatt hours in Wiscon- 
sin during 1934. This was accom- 
plished without the benefit of objec- 
tive rates or EHFA cooperation. 
The added kilowatt hours of average 
per customer monthly increased use 
of the Southern companies above this 
average might possibly represent 
merely the average free electricity use 
absorbed per customer and the bal- 
ance, the normal trend. It would be 
folly to generalize upon the above-lim- 
ited comparison, but it does raise the 
question: Can these schemes accom- 
plish their purpose? 
| Wisconsin the public service com- 
mission has set forth in its original 
“show cause” order certain “low 
cost” rates. 


These rate schedules have been designed 
to fit and stimulate much greater use of 
electricity than has yet been attained in 
most communities or by most individual 
customers in the state. In many cases com- 
munities or individuals would have to in- 
crease their average consumption from 50 
to 100 per cent or more above present levels 
if these rate schedules are to be fully at- 
tained or fully justified on a cost basis. 


An analysis of utility rates in 
Wisconsin indicates that there are a 
number of utilities, municipals par- 
ticularly, where the present rates are 
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as low or lower than the “low-cost” 
rates. A further check indicates that 
these utilities may have higher than 
average use per customer but certainly 
nothing extraordinary and not 50 per 
cent to 100 per cent above other utili- 
ties with much higher rates. How 
then can it be expected that these 
“low-cost” rates applied only for in- 
creased use will accomplish what has 
not been the experience where rates as 
low or lower have been applied for all 
use and to all customers? 

Perhaps these questions are rhetori- 
cal and the answer is simply the 
known fact that the rate charged is 
only of small influence on average use 
and other factors such as general pur- 
chasing power of the market, mer- 
chandising activities, and the extent 
of equivalent substitutes at lower 
prices. If so, then wherein is the val- 
ue of these novel schemes? 

The answer lies largely in the 
psychological attributes of the plan. 
Bargains lying on the counters of any 
merchant, in themselves, will not at- 
tract trade. 


| eeponeng bargain rates, low-cost 
rates, objective rates, 50 per cent 
and even free electricity 
will not of themselves result in sub- 


discounts, 


stantial increases in consumption. It 
must be a bargain sale attended with 
all the publicity, advertising, mer- 
chandising, and sales promotion ac- 
tivities necessary to make any sale a 
success. The public must be made 
and kept conscious that here is elec- 
tricity placed on the bargain counter. 
Witness the success of the TVA in 
Tupelo and Athens. This is not a 
pure rate or price phenomena but the 
result of a sale put on in a big way 
with considerable momentum. 

It must be recognized that in adopt- 
ing some promotional plan, such as 
those outlined, a utility keeps faith 
with its usual statements that rates 
could be lower if use increased. It 
will also meet the frequent common- 
sense inquiry of all the customers that 
if the utility has so much spare capac- 
ity and the additional cost of electric- 
ity is so little, why let “the water run 
over the dam” by asking high prices? 
The way has now been paved. It is 
time that sales policies of utilities take 
a new step beyond aggressive mer- 
chandising into aggressive pricing 
policies. This requires translating 
the elaborate formula of determining 
a “just price” into pricing policies and 
prices familiar to the public in all oth- 
er dealings. 





¢¢ AFTER nearly six years of depression, liquidation, restriction of all 


manner of purchases and improvements, we stand on the 


thresh- 


old of a great forward, economic movement, if only the paralyzing 


effects of mistaken governmental policies and activities may 


be removed.” 
—Hersert Hoover. 








Those Old-age Rate Cases 


They are, in the opinion of the author, responsible 
for much of the dissatisfaction with commission 


regulation. 


Constructive suggestions from the 


city’s standpoint for improving rate procedure. 
By MURRAY SEASONGOOD 


cynic has described a rate case 
A as “A judicial hearing by a 
nonjudicial body, wherein the 
witnesses argue and the lawyers tes- 
tify.” 

There is certainly something wrong 
with the way rate cases are conducted 
in Ohio and, I suppose, some other 
states. The principal objections are 
delay, expense, and unsatisfactory re- 
sults. The Lima rate appeal began 
in March, 1928, and is still undeter- 
mined. The Logan case has been 
pending in the commission more than 
ten years and was decided by the com- 
mission on February 15, 1935. The 
‘5-year ordinance which was the sub- 
ject of the Columbus controversy, has 
expired, with the controversy sub- 
mitted and not yet determined by the 
commission. 

Appeals to the commission from 
the Cincinnati gas rate ordinances 
have been pending for about five 
years. Other instances might be ad- 
duced of controversies pending from 


five to ten years. The delay arises 
both from getting the case heard and 
submitted and from intervals of 
months before decision after submis- 
sion. By the time a decision is finally 
had, the date to which it relates is so 
remote as to be an invitation to begin 
all over again. 

The expenses for both sides are 
enormous. The company, in the pres- 
ent Cincinnati case, is asserting that 
its rate case expenses will aggregate 


$600,000. 


N the Cleveland and Columbus cases 
each of the parties is said to have 
spent over $300,000. Part of this ex- 
pense and delay is due to the practice 
of having all three commissioners sit 
and having the case heard at Colum- 
bus. The commission has ample 
power ! to designate one of its number 
to sit in any hearing or to appoint ex- 
aminers. There is no reason why the 
parties should be put to the extreme 


1 Secs. 493, 493-1, 496 G. C. 
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inconvenience and expense of having 
to be in Columbus for months and 
years at a time. The practice of the 
Interstate Commerce Commission is 
to send an examiner to the place 
where the controversy originates and 
to report his conclusions of fact and 
law to the commission. The testi- 
mony is all taken stenographically and 
transcribed, anyway, and thoroughly 
briefed, and it is perfectly impossible 
for any commissioner to remember 
all of the testimony as given over a 
long period of time, with numerous 
and lengthy intermissions. 

The proposal of the governor of 
Ohio, apparently approved by the util- 
ities, of having special masters or 
referees appointed by the commission 
seems not as good as having perma- 
nent examiners appointed under the 
Merit System, because the latter 
should be free from any bias or in- 
fluence and should in time have more 
familiarity with rate cases than a per- 
son perhaps selected for but a single 
proceeding. 


HE chairman of the Ohio com- 

mission has shown a strong pro- 
utility bias in public speeches and 
otherwise. A considerable demand 
was made through the state for his 
removal by the governor for this rea- 
son. Moreover, while the Cincinnati 
gas rate case was pending in 1933, 
there was a decision of the Ohio Su- 
preme Court * that publication in the 
City Bulletin, the official paper of the 
city, was insufficient compliance with 
the charter permitting publication in 
a “newspaper.” The ordinances ap- 
pealed from had been published in 


* Bising v. Cincinnati (1933) 126 Ohio St. 
218, 184 N. E. 837. 


this paper and undertakings given by 
the company for possible refunds in 
an amount of approximately $3,- 
000,000. 

The commission summoned the city 
solicitor to appear for a progress re- 
port and then asked why the appeals 
should not be dismissed because of 
failure properly to publish the ordi- 
nances. Instead of arguing the mat- 
ter at once, as the chairman requested, 
the city filed a suit in mandamus in 
the supreme court to raise the ques- 
tion whether these particular ordi- 
nances were valid. The commission, 
nevertheless, issued subpoenas with 
the purpose of hearing the same ques- 
tion although it was brought to the 
attention of the commission by coun- 
sel for the city that a quick decision 
would be had in the Ohio Supreme 
Court. Thereupon, it was necessary 
to file a suit in prohibition against 
the utilities commission and a tem- 
porary writ was issued by the Ohio 
Supreme Court enjoining the commiis- 
sion from proceeding with such hear- 
ing. 


ce a fuller presentation of evi- 
dence of the nature of the pub- 
lication, the court* held publication 
in the City Bulletin a valid publication 
of these ordinances and the commis- 
sion thereafter proceeded to hear the 
appeals on the assumption the ordi- 
nances were validly passed and pub- 
lished. But the actions of the chair- 
man of the commission, before re- 
ferred to, were not such as to inspire 
confidence that the city would receive 
a fair hearing. 

It appears to me that the victories 


8 State - rel. - v. Urner (1933) 127 
Ohio St. 84, 186 N. E. 706. 
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Why Not Simplified Rate Cases? 


‘ § gremnegy legal procedure is really not suitable for rate hear- 

ings. These are largely engineering and accounting prob- 

lems. If the commissions had public confidence, then they should 

be allowed to get at the fixing of rates in almost any fair way 

that commends itself to them and should not be hampered by 
rigid restrictions and formule.” 





which the utilities sometimes gain be- 
fore commissions are Pyrrhic. The 
utilities naturally spend a great deal 
of effort and money in resisting the 
spread of the movement for publicly 
owned utilities, and yet one of the 
principal causes making for public 
ownership of utilities arises from the 
delay, expense, and unsatisfactory na- 
ture of commission proceedings. Sev- 
eral possibilities of improvement sug- 
gest themselves. 

A company taking an appeal should 
be required, within a short time there- 
after, to file a complete inventory and 
appraisement of its property with 
complete breakdown and showing of 
unit costs. In the present Cincinnati 
hearing the company did not do this, 
even as the hearing proceeded. De- 
tailed information was withheld or 
given involuntarily. Some was not 
supplied in typewritten form, but had 
to be elicited by cross-examination 
and the giving of figures on the stand. 
When it was suggested that such fig- 


ures should be written out and handed 
to the city’s representatives, the chair- 
man said he liked to hear the testi- 
mony given orally, as he remembered 
it better that way. 


ery ogee time would be saved 
if the experts would write out 
their qualifications in advance and 
hand them to the opponent. There is 
no point in a witness taking a quarter 
or a half hour in detailing his ex- 
perience and qualitications. 

The commission should have power 
to and should fix a temporary rate 
pending the proceedings. In the Cin- 
cinnati case, it is obvious that there 
will be some reduction from the 66- 
cent rate established in 1925, which 
our people are still paying. To pay 
this high rate is a burden when people 
are poor. The likelihood of a rebate 
at some time does not mitigate the 
hardship of being required to make 
excessive payments presently. This 
temporary rate should not be fixed on 
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the basis of the company’s figures and 
appraisement. In the Cincinnati case, 
the company’s appraisement exceeds 
$20,000,000. The city’s for the 
same property, something over $10,- 
000,000. 

The parties should be encouraged 
and assisted in stipulating as much 
as possible. In our case, we have 
saved both parties several hundred 
thousand dollars and perhaps a year’s 
time by stipulating that the evidence 
of the supply companies concerned in 
the Columbus case may be used as 
the evidence in our case, and by hav- 
ing the experts use these figures, with 
proper modifications, as the basis for 
values and earnings of two other sup- 
ply companies not involved in the Co- 
lumbus case. 


| ype for such stipulation, we 
should have had five separate rate 
cases involved, that of the distribu- 
tion system and of the four separate 
supply companies. We paid a heavy 
price as a condition to obtaining this 
stipulation from our adversaries, hav- 
ing to limit our testimony regarding 
supply. This prevented us from 
showing the possibility of other sourc- 
es of supply, such as the Panhandle 
Gas supply, but we felt that the very 
large saving in time and expense to 
the city justified the sacrifice. 
Companies should be required to 
submit to the commission and main- 
tain continuous inventories and ap- 
praisements showing cost and value 
of all additions and withdrawals and 
proper allowances for depreciation. 
The supreme court reviewing the 
order of the commission should, as 
in the Oklahoma law, have power on 
reversal to make such orders, as in 


its opinion, the commission should 
have made, instead of sending the 
matter back for further long delay to 
the commission. 

Instead of the petition for rehear- 
ing now required * setting forth spe- 
cifically the grounds on which appli- 
cant considers the decision to be wrong 
and limiting court review to grounds 
set forth in the application, a bet- 
ter provision, and one less condu- 
cive to delay, would seem to be 
a requirement that the commission 
should file a tentative report, as is 
sometimes done by masters, and invite 
criticism by the parties and others in- 
terested before the tentative report is 
made final. As it is now, very little 
is gained by a petition for rehearing 
and it makes for further delay before 
the case can be taken to the supreme 
court for review. 


O NE of the greatest causes of legiti- 
mate complaint is the prevalence 
of holding companies which charge 
excessive management fees and cause 
the local companies to be nominally 
officered by persons in the employ of 
nonresident companies, which employ 
and pay them. When our local street 
railway was leased and operated by a 
company controlled in the East, there 
was constant friction between the 
company and the public officials. 
Since that lease has been terminated 
and the company is home owned and 
operated, there is no difficulty at all. 
In our present gas rate case, the situa- 
tion is that The Cincinnati Gas & 
Electric Company is leased to The 
Union Gas & Electric Company, the 
stock of which is owned by the Co- 
lumbia. The officers of The Union 


Sec. 543. 
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money in resisting the spread of the movement for publicly 


q “Tue utilities naturally spend a great deal of effort and 


owned utilities, and yet one of the principal causes mak- 
ing for public ownership of utilities arises from the delay, 
expense, and unsatisfactory nature of commission pro- 


7 


ceedings.” 


Gas & Electric Company hold office 
in a considerable number of other 
properties of the Columbia system 
and are employed and paid by the 
Columbia Company. 

We have sought, unsuccessfully so 
far, to obtain the total salary pay- 
ments (not even asking that they be 
given separately) for salaries of The 
Union Gas & Electric Company off- 
cers, in order to contrast them with 
the management charges sought to be 
assessed for the services of these offi- 
cers as an expense. 

The New York law has a good pro- 
vision that no charge for manage- 
ment, construction, engineering, or 
similar service shall exceed the reason- 
able cost of such service and that in 
any proceeding to determine such cost, 
the burden shall be on the company. 
The objections to absentee landlord- 
ism exist in the present set-up and 
add greatly to the difficulties of a 
rate hearing. 


HE same is true of appliance com- 
panies which, if our case is typi- 
cal, get rent and service without pay- 


ing sufficient compensation. As the 
company concerned is both a gas and 
electric company, the situation is fur- 
ther complicated by reason of the fact 
that the appliance company, in push- 
ing sales of electric appliances, actu- 
ally competes with itself, so far as 
the use of gas appliances for similar 


purposes by customers is concerned. 

There should be some authoritative 
pronouncement to prevent the obvious 
inconsistency in the company’s claims 
as to small accrued depreciation, re- 
flecting on value, and large current 
depreciation, claimed as an operating 
expense; also, the practice of invest- 
ing excess depreciation reserve in new 
properties and then claiming deprecia- 
tion on depreciation “Ossa on Pelion.” 
In our case, the company is contend- 
ing, with respect to the very large 
item of meters, that accrued deprecia- 
tion is measured only by the cost of 
repairs. This is merely an example 
of obviously unsound contentions that 
are allowed to be put forth and toler- 
ated. As similar questions come up in 
many cases, some ruling ought to be 
made which would make it unneces- 
sary to demolish these erroneous cal- 
culations in each case. 


HE practice of utilities employing 
commissioners or some member 
of their family shortly after, and in 
some instances, even before expiration 
of the term, should be prohibited. 
The commission should make great- 
er use of its power® to apportion 
expenses of the hearing or to as- 
sess them against the losing party. 
This will discourage, on the one hand, 
appeals taken for delay; and, on the 
other hand, passage of grossly unfair 


5 Sec. 614-78. 
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ordinances which require the company 
to take an appeal for self-preserva- 
tion. In the recent Cleveland case, 
the commission, by consent of the 
parties, charged the expenses of the 
hearing against the refunds awarded, 
perhaps on the theory of a charge 
against a fund created, within the 
principle announced by the Supreme 
Court.® 

Utilities should not be allowed to 
make contracts to furnish their com- 
modity to large users for less than 
reasonable cost. Neither should a util- 
ity be permitted to make loans to a 
parent company and certainly not, as 
now, at a rate of interest lower than is 
charged for the use of money. There 
should be a requirement that all books 
of the utility must be kept within the 
state and that its capital may not be 
employed except for strictly utility 


purposes. 


Que legal procedure is really 
not suitable for rate hearings. 


6 Trustees v. Greenough (1881) 105 U. S. 
527, 26 L. ed. 1157. 


These are largely engineering and ac- 
counting problems. If the commis- 
sions had public confidence, then they 
should be allowed to get at the fixing 
of rates in almost any fair way that 
commends itself to them and should 
not be hampered by rigid restrictions 
and formule. 

If these and other desirable changes 
which can be suggested are not soon 
largely adopted, the public will not 
tolerate the system of regulation of 
utilities by commissions, but will have 
recourse to public ownership as a 
means of escape from the commis- 
sions. Moreover, the accounts of 
publicly owned utilities should be kept 
under close supervision and standard 
forms, in order that the community 
may know what its product is really 
costing, as a basis for comparison 
with private plants and as a matter 
of sound business. Communities in 
home-rule states, however, will resist 
attempted scrutiny and suggestions of 
the state commissions, so long as these 
commissions do not command public 
confidence. 





Interesting Items about the Telephone 
TuHirty years ago Chicago had only 10,000 residence telephones. 


ONE SEVENTH of all the telephone calls to ascertain the time of day 


come in between 7 :30 and 8:30 a. M. 


* 


A vuNIgue telephone directory, published in Chicago, contains the 
names of only persons of F innish descent. 


Ir is estimated that one sixth of all the telephones in the United States 
are located in one twelve-hundredth of the national area—New York 
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Private and Municipal 
Plant Rates 


I* your February 14th issue there is an 
article by Dr. Thomas L. Cooksey in 
which he states that U. S. Census figures 
show that all municipal plants in Indiana 
charge an average rate to domestic patrons 
of 2.6 cents per kilowatt hour, while privately 
owned plants average 4.2 cents for the same 
class of service. 

This statement, as it appeared in the Forr- 
NIGHTLY, is inaccurate since the figures given 
by Dr. Cooksey apply to commercial service 
(small light and power retail) in Indiana 
and not to domestic service. Dr. Cooksey 
in taking his data from the U. S. Census of 
electric industries in 1932 (page 68) evident- 
ly confused the continuation of “Domestic 
Service and Commercial Service” (table No. 
45) with the beginning of the same table 
which appears on the preceding page of the 
report and which covers the domestic service. 
According to this same report the average 
rate per kilowatt hour of Indiana private 
electric plants as compared with municipal 
plants—which is, I presume, the comparison 
which Dr. Cooksey intended to give—is 6.4 
cents for the commercial establishments and 
4.7 cents for the municipal establishments. 

—Caprain Eucene Mutatty, U.S.M.C. 
Paris Island, South Carolina. 


Epitor’s Notre: Whether Dr. Cooksey con- 
fused the sequence of the Census report table, 
or whether he intended to give the com- 
mercial rate instead of domestic rate as stated, 
the correction suggested by Captain Mulally 
has been found to be authentic and 
the editors of the Fortnicutty thank him 
very much for bringing the matter to their 
attention. 


The Government Owner- 
ship Issue 


HAVE read with much interest and, I must 


confess, with some amazement, the article 
by Louis Waldman in the April 25, 1935, is- 
sue of Pusric Utiities FortNiGHTLY enti- 


tled “An Eminent Socialist’s View of Public 
Utilities.” My interest in this article was 
aroused by my desire to inform myself as 
well as I can on the subject of the evident 
intent of the government not only to assume 
control of, but to actually take over the pro- 
duction of electric energy. I read what every 
one has to say on this very important sub- 
ject, whether it be in favor of government 
ownership or opposed to it. 

Mr. Waldman appears to be decidedly in 
favor of government ownership, believing that 
this will inure to the benefit of the people at 
large. He states that regulatory commis- 
sions, both state and Federal, have failed in 
the past in their attempt to accomplish this 
purpose, and that no commission can con- 
stituted which will offset what he terms the 
“whole host of devices” which the utilities 
have “constructed to avoid and nullify all at- 
tempts at regulating them in the public in- 
terest.” 

Towards the close of his article Mr. Wald- 
man says: 

“Public ownership, with its production of 
electric energy for use at cost, would remove 
the barrier of excessive costs and permit the 
flow of cheap power into these [the home, the 
farm, and rural areas] neglected sectors of 
our national life.” 

Frequent tables have been published which 
show that the cost of electricity forms the 
smallest percentage of the family budget, and 
the cost of food is the largest item of the 
average family’s expenditure, with the pos- 
sible exception of taxes, which some tables of 
comparison show to be even larger than that 
for food. If these comparisons represent the 
true status of affairs, and they apparently 
are made by those who have carefully looked 
into the situation, why is there so much hue 
and cry about reducing the cost of the elec- 
tric current, while on the other hand every- 
thing is being done to raise the price of food- 
stuffs? If necessary a person can live with- 
out using electricity, but who can exist with- 
out nutriment? 

To hammer down the smallest item of the 
family budget and to raise that item of it 
which already is admittedly the largest, seems 
to be too absurd to be worthy of considera- 
tion. Yet the national government has been 
resorting to every means to bring about this 
incongruous situation, even at the cost of 
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millions of dollars which can only be obtained 
by taxation, In other words, the government 
is endeavoring to extinguish the people’s can- 
dle at one end, only to light it more brilliant- 
ly at the other. Why be penny-wise and 
pound foolish? I can hardly believe that Mr. 
Waldman is in favor of such a proceeding. 
Another feature of government ownership 
of electric power plants which Mr. Waldman 
seems to have overlooked, and about which a 
number of persons have been giving their 
views on this subject in the columns of the 


‘daily press, is the inferior service which may 


be expected under such conditions as com- 
pared with the very prompt and efficient serv- 
ice rendered by the existing privately operated 
companies. A detailed account of this serv- 
ice is superfluous, as it has already been ex- 
ploited by the above-mentioned published 
views of the people, and also because it must 
have been the experience of every user of 
electricity. Such being the case, it is not at 
all unreasonable to conceive that the public 
would be willing, even too glad, to pay an 
additional price for electricity which includes 
this efficient and prompt service, than for that 
which is furnished without such service, espec- 
ially when the cost of electricity already con- 
stitutes the smallest item of the family’s an- 
nual budget. 
—BENJAMIN L. Tomes, 
Philadelphia, Pa. 


Correction 


HE article entitled “The TVA Puts on 

a Sale” by Paul Severance, published in 
the issue of Pusric Utiities FortnicHTLy 
dated January 31, 1935, included the follow- 
ing paragraph on page 122— 


“In Birmingham the Alabama Power 
Company did not partake so vigorously of 
the spoils. There the TVA had been de- 
feated and there had been no stimulating 
reduction of service rates. A shore drive 
was put on that rang the bell to the tune 
of about 500 appliances. But the spirit 
wasn’t in it.” 


Mr. Severance has requested us to publish 
a correction after having certain errors called 
to his attention by W. M. Stanley, vice 
president in charge of sales for Alabama 
Power Company at Birmingham, Alabama. 
The statement of Mr. Stanley follows: 
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“The city of Birmingham is served directly 
by Birmingham Electric Company, a cor- 
poration not affiliated with Alabama Power 
Company. 

“The ‘objective’ domestic rate plan was 
inaugurated by Alabama Power Company 
during October, 1933, and today the ‘ob- 
jective’ rates of Georgia Power Company, 
Tennessee Electric Power Company, and 
Alabama Power Company are identical in 
both form and level. 

“Alabama Power Company has been selling 
TVA appliances since May, 1934, and also 
has acted as the authorized agent of Elec- 
tric Home and Farm Authority in Alabama, 
encouraging TVA appliance sales by inde- 
pendent dealers and handling their paper 
for EHFA. The number of independent 
dealers selling electric ranges and water 
— increased from 3 in 1933 to 139 in 
1934. 

“Following is the record of sales of the 
major electric appliances by the company, 
by independent dealers, and in total for the 
years 1933 and 1934: 


Water Refrig- 
Ranges Heaters erators Total 
1933 
By company 6871 2581 2,641 3,586 
By dealers. 102 0 1,1602 1,170 


Total sales 6971 2581 3,801 4,756 


1934 
By company 1,482! 7391 4592 6,813 
By dealers. 262 67 3,0652 3,394 


Total sales 1,7441 8061 7,657 10,207 


1Includes rentals for— ‘ 
1933— 80 ranges and 92 water heaters. 
1934—103 ranges and 72 water heaters. 
2 Estimated with assistance of distributors. 


“Alabama Power Company’s appliance 
sales showed a remarkable increase for 
1934 over the previous year. The respec- 
tive volumes were: 


DE tveckcdetsacntsussonecen $1,119,412 
Ee Seon 623,676 
I eds na aetokiadelel $495,736 


“The company serves directly 107,000 cus- 
tomers in 487 communities located in 64 
of the 67 counties of the state. 

—W. M. STANLEY, 
Birmingham, Ala.” 





particularly when we give as much as people can earn by working. 


q “GIVING away money is the most dangerous of all forms of relief, 


tinued too long, will spell ruin.” 
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This method of relief, while in a measure necessary, if con- 


—Jesse H. Jones, 
Chairman of the RFC. 































































Electric Refrigerator Sales— 
An Important Factor in 
Utility Earnings 


HIGHLY favorable factor for the 

future gross earnings of electric 
companies is the accelerated upward 
trend of electric refrigerator sales, 
which are an important load factor in 
residential consumption. 

Prior to 1921 a total of only 10,000 
electric refrigerators had been sold, but 
yearly production in 1922 reached 12,000 
and has gained rapidly in each subse- 
quent year with the exception of 1932, 
according to figures compiled by the 
Edison Electric Institute. For the first 
two months of 1935 total sales amount- 
ed to over 219,000 compared with about 
118,000 last year, an increase of over 
85 per cent. While part of these sales 
are doubtless replacements, nevertheless 
they help to explain the excellent show- 
ing made by residential consumption of 
electricity during the depression. In 
the past six years, the average annual 
consumption per residential customer 
has increased from 463 kilowatt hours 
to 637 kilowatt hours, a gain of 37 
per cent, most of which occurred dur- 
ing the depression period. 


¥ 
Proposed New York City “Yard- 
stick” vs. Consolidated 
Gas Earnings 
ee La Guardia of New York, 
after conferring with Secretary of 


the Treasury Morgenthau, announced 
on May 8th that the new offer by Con- 
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solidated Gas Co. to reduce rates up 
to 35 per cent for municipal and Fed- 
eral use of current, had been accepted. 
The new rate basis will result in annual 
savings of about $2,400,000 to the mu- 
nicipality and some $200,000 to the 
Federal government. The new rates 
are retroactive to January Ist for New 
York city, covering the calendar year 
1935; for the Federal government they 
are retroactive to July 1, 1934, and con- 
tinue in force during the fiscal years 
1935 and 1936. The revenue lost to 
Consolidated Gas, while only a little 
more than 1 per cent of gross, will 
amount to about 20 cents per share on 
the outstanding common stock (after 
adjustment of Federal income tax). 
There will presumably be little of the 
offsetting gain in kilowatt hours which 
there would be iri the case of a resi- 
dential rate cut. For the year ended 
March 31, 1935, Consolidated Gas 
earned $1.73 per share, so that the cut 
represents a reduction in income of 
over 11 per cent to the common stock- 
holders. 

Not satisfied with obtaining this dras- 
tic reduction in rates for city and Fed- 
eral service, Mayor La Guardia in a 
statement issued May 12th outlined 
tentative plans for a $45,000,000 munic- 
ipal power plant, for which PWA f- 
nancing would be sought. The pro- 
posed plant would be located on Wel- 
fare Island and would have about one 
tenth the present capacity of the Con- 
solidated Gas electric plants; it could 
service about 87,000 customers in Man- 
hattan, the Bronx, Brooklyn, and 
Queens. According to the mayor’s esti- 
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mate current could be sold at 40 per 
cent less than Consolidated’s average 
kilowatt-hour rate. In addition to its 
own power plant, the report indicated 
that the city might obtain power from 
the new 57th street incinerator and 
from the St. Lawrence power projects. 
The engineers’ estimates figure produc- 
tion expense at 34 mills per kilowatt 
hour, while other expenses (including 
interest at 4 per cent, depreciation at 
1.7 per cent, and amortization at 2} 
per cent) would account for the balance 
of the 1.97 cents cost per kilowatt hour. 


HE report admits the advantage en- 
joyed by a municipal plant over 
private operations due to the large pro- 
rtion of revenues paid out in taxes 
by the latter, and to equalize this it is 
proposed that the municipal plant pay 
15 per cent of gross revenues into the 
city treasury in lieu of taxes. This 
would increase the average cost per 
kilowatt hour from 1.97 cents to 2.31 
cents. Since the Consolidated Gas sub- 
sidiaries in 1934 had a weighted average 
revenue of 3.87 cents per kilowatt hour, 
the proposed municipal “yardstick” rate 
of 2.31 cents would be 40 per cent low- 
er, and if applicable to all New York 
city business would mean a “saving” to 
all consumers of about $70,000,000. 
This estimated saving of $70,000,000 
under the La Guardia “yardstick” rate 
would, in the twelve months ended 
March 31, 1935, not only have wiped 
out all of Consolidated Gas Co.’s in- 
come available for interest and pre- 
ferred and common dividends but would 
also have reduced by nearly one third 
the amount available for taxes. Yet 
New York city, in its recent struggle 
to balance its budget, restore its credit, 
and sell its own bonds to maintain the 
relief program, was dependent on taxes 
levied on its local utilities. Following 
recent disclosures regarding the im- 
mense waste and inefficiency of the 
New York city relief organization, does 
it seem likely that a municipal plant 
could be built and operated on the pro- 
posed basis? And is it consistent for 
the city to seek a “yardstick” so drastic 


as to cut off some of its own tax in- 
come? What assurance has the public 
that the estimated costs on which the 
yardstick rate is based are correct (they 
were produced to order for the mayor) ? 
And why should Federal (PWA) credit 
be prostituted to duplicate present am- 
ple private facilities, when Albany legis- 
lation is available to force rates to an 
equitable basis? The proposed plant 
might well become another municipal 
“white elephant” comparable to the in- 
dependent subway, which is so heavily 
in the red that Governor Lehman has 
just signed a bill extending the date by 
which it must become “self-supporting.” 
It seems probable that Consolidated 
Gas Co. is already planning to make 
some concession on rates; the rate 
question has, of course, been before 
the public service commission and the 
courts for some time; but a 40 per 
cent slash in rates would be as im- 
practicable as it would be unfair to the 
large number of New York city institu- 
tional and private investors holding 
Consolidated Gas securities. 


Editorial Views on the 
“Fireside Chat’ 


ge Department has already ques- 
tioned the accuracy of President 
Roosevelt’s suggestion (in his “fireside” 
radio talk) that proposed utility legis- 
lation has had relatively little effect on 
the prices of public utilities, since most 
of their decline had occurred before his 
inauguration. Excerpts from the views 
of leading financial editors may be of 
interest : 

Carlton Shively of the New York 
Sun states : 

The big crash in all security values on 
the breakup of the new era did bring larger 
losses than those which have taken place 
in utilities under the New Deal attacks; 
but that was a collapse of a strained 
market position. Since then the utilities 
settled to an investment basis on an earn- 
ings foundation. From that they were dis- 
lodged not because of fictitious values, de- 
clining earnings, or poor prospects, but 
merely because of the fear generated in 
investors’ minds by the proposed new legis- 
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lation and the general spirit of crusading 
against investment as such. Since President 
Roosevelt was inaugurated a billion has 
been wiped from investment value of pub- 
lic utility gas and electric operating com- 
panies. 


Norman Stabler of the Herald-Trib- 
une says: 


The statement of Mr. Roosevelt was re- 
garded in the Street as creating a false 
impression. When measuring declines by 
percentages, there is no doubt but that the 
major loss must be charged against the 
markets of 1929 and 1930, when the un- 
sound bull market of the late 20’s collapsed. 
Securities of all types were bought in that 
period on tips that they were going higher, 
and little or no attention was paid to earn- 
ings, assets, or dividends. The question 
now is not one of the time of the greatest 
loss, but of conducting our financial affairs 
so that investments can be made with some 
assurance of safety. The present adminis- 
tration has been in control for more than 
two years, and yet investors are unable to 
secure a fair return with any degree of 
safety. Citing large losses of former years is 
not a good excuse, and the opposition which 
the administration has fostered against all 
holding companies because of admitted 
abuses of a few, merely delays a recovery 
that probably would be here if it were 
not for unsound legislation. 


e 
Electric Power Index above 


1929-30 Level 


"ha production of electric power is 
today at a higher level than the 
average production during 1929-30, ac- 
cording to the New York Times week- 


ly index and chart published each 
Wednesday. For the week ended May 
4th, the index stood at 101 (after ad- 
justment for seasonal variation). The 
index has not, however, yet reattained 
the high point of 1929, slightly above 
105; actual weekly output figures this 
year have established new high records 
above 1929, but the index is adjusted 
for long-term or secular growth, which 
tends to make a poorer current showing. 

The electric power index is at the 
highest level of any of the Times 
weekly business indexes; car loadings 
and lumber are about 67, steel 72, cotton 
93, automobile production 84, and cot- 
ton cloth 93. 
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Tennessee Electric Leads in Per. 
centage Gain in Residential 
Consumption 


pe = enna Electric Power Co. (sub- 
sidiary of Commonwealth South- 
ern), in its annual report, states that 
sales of electricity to regular customers 
in 1934 increased nearly 25 per cent, 
The company led all other utilities in the 
United States in the percentage gain of 
residential consumption. This showing is 
of special interest in view of the Presi- 
dent’s statement that two thirds of its 
customers were profiting from operation 
of the “promotional” rates. Appliance 
sales tripled in 1934, the company being 
first among all electric utilities in the 
United States in sales of ranges, second 
in refrigerators, and third in water heat- 
ers. The average price of electricity for 
residential consumption decreased more 
than 28 per cent during 1934 (from 
5.77 cents a kilowatt hour in 1933 to 
4.13 cents a kilowatt hour in 1934, com- 
paring with an average rate for the 
United States of 5.30 cents). Despite 
a gain in gross revenues, a 20.55 per 
cent increase in operating and mainte- 
nance expenses and the highest percent- 
age of taxation in the company’s history 
resulted in a 13.84 per cent decline in 
net earnings after preferred dividends. 


5 
TVA Progress 


HE magazine Fortune (May, 1935) 

in a comprehensive article sum- 
marizes as follows the TVA program 
of dam construction: 


TVA is at present well over a third done 
with $34,000,000 Norris dam and just under 
half done with $38,000,000 Wheeler dam 
and just getting going on a new $22,000,000 
dam at Pickwick Landing near Shiloh field. 
It plans within the next decade to build 
three more dams, the Hiwassee and the 
French Broad (both storage) and the 
Aurora (run-of-river), whose costs are es- 
timated at respectively $13,000,000, $30,- 
000,000, and $42,000,000. That’s not all— 
complete development of the Tennessee river 
would (and in time may well) involve the 
building of twenty to ow dams—not all, 
but more than enough for the moment. 


It is to be hoped that this large pro- 
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will prove more practicable than 
the original Muscle Shoals project, 


which remained practically idle for near- 
ly a decade and a half while Congress 
debated over the use to be made of it. 
Government capital does not have to 
pay for its keep; private funds do— 
or new owners step in and new policies 
prevail. 


a 


Electric Rates vs. the 
Cost of Living 


HE accompanying chart taken from 
§ Gece bulletin No. 2 (April, 
1935) of the Edison Electric Institute, 
shows the trend of the price of domes- 
tic electric service as compared with the 
cost of living since 1913. The down- 
ward trend of rates is evident in every 
year but one or two of the period. 
Those who are impatient with the slow- 
ness of the decline during the depres- 
sion should note that during the World 


War period of rapidly rising commod- 
ity prices, rates were actually lowered. 
Much of the cost of electricity repre- 
sents return on capital, which does not 
fluctuate with commodity prices or busi- 
ness activity. The utility companies 
are only now beginning to obtain the 
advantages of lower capital costs and 
these advantages have thus far been 
much more than offset by greatly in- 
creased taxes. 

In February, 1929, the average reve- 
nue per kilowatt hour for household 
use was 6.54 cents ; the rate has declined 
quite steadily month by month to 5.26 
cents in February, 1935. The down- 
ward trend of rates may, however, be 
accelerated over the next year or so 
as (1) the companies finally agree with 
rate-making agencies regarding rate 
cuts, (2) tax burdens are lightened, 
(3) refunding operations completed, 
(4) gross sales increased, etc. But if 
public agencies force unduly sharp rate 
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cuts, the utilities will be unable to pay 
for new capital and their future growth 
and efficiency will be handicapped—for 
which consumers will pay in the end. 


> 


The Rural Electrification Fund 
—A Device to Aid TVA? 


HE Rural Electrification Adminis- 

tration, established by order of the 
President as part of the work-relief pro- 
gram, is regarded as opening up a new 
field of direct government power activ- 
ity. The broad powers vested in the 
new authority would apparently permit 
almost any policy and seem limited only 
by the $100,000,000 fund allocated for 
this work, which could, however, be 
increased at the President’s discretion 
in accordance with the flexible provision 
of the work-relief bill. According to 
the New York Times, officials believe 


most of the projects will result from 
organization of mutual companies by 
farmers. Morris L. Cooke, chief of the 
new division, is quoted as stating that 
the program will not enter fields which 
private capital could handle. One in- 
teresting angle of this new power pro- 
gram involves the possibility that it 
might build or acquire lines connecting 
with the TVA power plants, thus short- 
circuiting the Federal court injunction 
against sale of TVA power in compe- 
tition with private companies. 


¥ 


Trend of Utility Net Earnings 
for Leading Companies, 
1929-1934 


HE accompanying table shows the 

trend of earnings for leading util- 
ity common stocks during the past five 
years: 
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TREND OF UTILITY NET EARNINGS FOR LEADING COMPANIES, 1929-1934 


Earned per Share Common Stock } 
1929 


Hoipinc CoMPANIES 


American & Foreign Power 
American Gas & Electric 
American Light & Traction 
American Power & Light 
American Water Works & Electric 
Columbia Gas & Electric 
Commonwealth & Southern 
Electric Power & Light 
International Hydro-Electric “A” 
National Power & Light 

Niagara Hudson Power 

North American Co. 

Pacific Lighting 

Public Service of New Jersey 
Standard Gas & Electric 

United Gas Improvement 

United Light & Power “A” 


OperRATING COMPANIES 
Brooklyn Union Gas 
Commonwealth Edison 
Consolidated Gas of New York 
Consolidated Gas of Baltimore 
Detroit Edison 
Edison none of Boston 
Pacific Gas & Electric 
Peoples Gas (Chicago) 

Public Service of Northern Illinois 
Southern California Edison 


Percentage 
Decline 


1933 1929-34 1933-34 


= 
1.69 
1.64 
1.91 
1.22 


0.51 
0.02 


1934 
$10.50 2 
66 


61% 2% 
20 


66 
73 
90 


15. 


1 Sl &S8u2 





1As published by Standard Statistics. 
Italic figures denote deficits. 


2 Estimated 
Parenthesis denote gains. 


8 Excluding subsidiaries. 
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Can Public Ownership Stop with the Utilities? 


-faTE in 1931, an employee of the Wis- 
[: consin Power and Light Company 
noticed that among the officials of the 
Public Ownership League of America 
there appeared the name of Rev. Dr. 
John A. Ryan, widely known social écon- 
omist connected with the National Cath- 
olic Welfare Council. The utility em- 
ployee, who had evidently read or heard 
of passages in papal encyclicals con- 
demning state socialism, wrote to Father 
Ryan and wanted to know how a priest 
of the Roman Catholic Church could 
justify his affiliation with a group which 
was openly committed to the socialization 
of several important industries of the 
United States, namely the public utility 
industries. Father Ryan’s reply to this 
letter, which was published in Public 
Ownership, made an important distinc- 
tion between the socialization of public 
utilities and state socialism generally. 
He pointed out that Pope Pius XI had 
conceded in a recent encyclical that 
“certain forms of property must be re- 
served to the state, since they carry with 
them an opportunity for domination too 
great to be left to private individuals.” 
Thereupon, Father Ryan added: 

- . « The only public ownership 
which this organization (Public Ownership 
League) advocates is ownership of those 
industries known as public utilities, street 
railways, public light and power concerns, 
etc. Of course, you can call these proposals 
socialistic if you like, and even communis- 
tic, but that does not make them so. So- 
cialism means public ownership and opera- 
tion of all or of practically all of the in- 
struments of production and that is the kind 
of economic doctrine which our present Holy 
Father condemns in the encyclical from 
which you quote. ‘ 


peso or not Father Ryan cor- 
rectly construes the papal encycli- 
cals with respect to public ownership of 
utilities is, of course, a matter of more 


or less exclusive concern to the Catho- 
lic conscience. Assuming, however, 
that his interpretation is valid (and it 
must be admitted that it seems most 
plausible, especially in view of the fact 
that no such question has been raised 
about widespread public ownership of 
utilities in a number of Catholic Euro- 
pean countries) there is raised another 
interesting and practical question that 
must eventually be decided by American 
citizens generally, Catholic and non- 
Catholic alike: Can the modern public 
ownership movement in the United 
States be confined to utility service? 
Or is it as insistent, insinuating, and 
irresistible as the proverbial camel’s 
nose under the tent of the amiable Bed- 
ouin? If, as Father Ryan’s reply sug- 
gests, there are millions of American 
citizens allowed by their conscience to 
approve of the progress of government 
ownership so far and no further, is it 
not important that this question be ex- 
amined carefully so that some conclu- 
sion be reached concerning the feasi- 
bility of holding public ownership 
strictly to the designated line? 

A point of information might be in- 
jected here as to what constitutes a pub- 
lic utility. Carriers, gas, power, and 
communication companies—these are all 
easily recognized under the old title; but 
what about coal, milk, banking, and 
rentals—all of which are candidates for 
virtual public utility status under pend- 
ing proposals in state and Federal legis- 
lative chambers? If this objection be 
regarded as quibbling, however, there 
remains the more difficult question of 
whether public ownership once installed 
in the utility field will not by a process 
of gradual attrition spread to industrial 
fields not regarded as public service at 
all. 


715 





PUBLIC UTILITIES FORTNIGHTLY 


| yr example, L. C. Probert, vice pres- 
ident of the Chesapeake & Ohio 
Railroad Company, believes that gov- 
ernment ownership of railroads alone 
would lead to ultimate public owner- 
ship of all industry. Speaking before 
the Washington, D. C., Transportation 
Club, he pointed out that the railroad 
industry buys and consumes 25 per cent 
of all the coal that is mined, 17 per cent 
of all the steel that is fabricated, and 17 
per cent of all the lumber that is manu- 
factured. “If the government were to 
go into the railroad business,” he de- 
clared, “it would logically soon have to 
go into the business of supplying its 
needs also.” Moreover, he added, the 
government could not long operate a 
railroad transportation system in com- 
petition with a privately owned truck 
transportation system on the highways. 
In its final analysis, he said, the propos- 
al is to have all transportation facilities 
thrown into the hands of the politicians. 

This tendency of a great manufactur- 
ing or service industry to take over the 
production of its own materials has al- 
ready been noted even in the field of 
private industry. Mr. Henry Ford, who 
started out to manufacture automobiles 
(and still continues that line as the pri- 
mary occupation of the Ford Motor 
Co.), found it more profitable to branch 
off into mining, lumbering, and even 
railroading, instead of buying all of his 
raw supplies from independent produc- 
ers. The American Telephone and Tel- 
egraph Company, substantially control- 
ling the American telephone utility in- 
dustry, has found it necessary to cre- 
ate and control the Western Electric 
Company, which acts as a manufactur- 
ing and laboratory unit of the Bell tele- 
phone system. 


United States were to take over the 
American Telephone and Telegraph 
Company it would stay out of the tele- 


I it logical to suppose that if the 


phone manufacturing field? Already 
the Tennessee Valley Authority has 
found it advisable to make use of a 
subsidiary, the Electric Home and 
Farm Authority, to promote and finance 


the distribution of electric appliances, 
This subsidiary’s charter includes the 
corporate power to manufacture appli- 
ances, and while that power has never 
been exercised, it was used as a threat 
to compel private electric manufactur- 
ing companies to produce appliances 
which met the standards laid down by 
the TVA for cheapness and efficiency, 
Mr. Probert, therefore, would have 
us believe that if public ownership once 
gets under way in America, it will be 
mighty difficult to draw the line between 
those industries which are now usually 
classified as public utilities and those 
which are not. Where, then, could such 
a line be drawn? Is there a more natu- 
ral location for such demarcation—a 
natural boundary, as it were—between 
what is likely public business per se and 
what is not? Mr. Stuart Chase, na- 
tionally known economist, writing in 
Current History, believes that there is 
at least a more natural boundary than 
arbitrary segregation of utilities and 
nonutilities. His line is considerably to 
the Left of that drawn by Father Ryan, 
but still much to the Right of that usual 
position taken by state socialists. 


Oo complicate the situation some- 

what, Mr. Chase leaves a sort of 
No-Man’s-Land which might be called 
a neutral zone. He admits that it is a 
puzzling problem. He states: 


Here are governments the world around, 
staggering and swaying under vast new 
functions thrust upon their shoulders by pri- 
vate enterprise in full retreat. Perhaps the 
load is over great; perhaps private enter- 
prise should be coaxed back to resume part 
of the burden. Which part? One difficul- 
ty in this program is that nothing coaxes 
private enterprise except the hope of profits, 
and profits in world-wide depressions do not 
grow on every bush. The gravity of the 
problem demands the utmost objectivity in 
approach. A planetary visitor, fresh from 
Jupiter, unhampered by conditioned emo- 
tions, opinions, dogmas, traditions, would 
be more than welcome. He would hold no 
brief for the state or for the business man, 
for socialism or capitalism, for regimenta- 
tion or rugged individualism. These fight- 
ing words would mean nothing to him, 
touch off no emotional vapors to obstruct 
clear thinking; only the facts would regis- 
ter. 
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SLEEPLESS NIGHTS 


Proceeding as much as he can in the 
role of the uninhibited visitor from 
Jupiter, Mr. Chase first strips the eco- 
nomic problems of human society down 


to bare essentials. In this breakdown, 
two broad natural divisions emerge. 
They are: (1) the duty of the human 
economic system to provide the individ- 
ual with shelter, something to eat and 
to wear—all reasonable creature com- 


forts; (2) the duty of the system to 
provide on the material base erected in 
No. 1, an opportunity for civilization to 
develop—all arts, sciences, and individ- 
ual expression. Mr. Chase continues: 
What goods and services enter into a 
budget of material well being? If we can 
list them, attention is automatically forced 
upon those activities which must have right 
of way, which cannot be curtailed, wasted, 
or sabotaged without grave social loss. It 
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follows that they are prima facie public 
business, It may or may not follow that 
the community should own or operate them, 
but at least the community must see to it 
that the supply comes through. 


tT this point Mr. Chase introduces 
his most interesting contribution 

—a broad outline of his breakdown of 
what is included in the field of creature 
comfort and what is included in the 
field of “elastic wants.” These are di- 
vided in Tables I and II and repro- 


der public regulation, and hover on the 
brink of thorough-going control. These in. 
dustries have long been regarded as “af. 
fected with a public interest.” It is diff. 
cult to see why they are more affected with 
a public interest than most of the other 
items on Table I. Food, shelter, and cloth- 
ing are even more primary wants. The Su- 
preme Court has all but given up the at- 
tempt to draw the line. Said the late Mr. 
Justice Holmes: “The truth seems to me 
to be that the legislature may forbid or re- 
strict any business where it has sufficient 
force of public opinion behind it.” 


duced herewith on page 719. So far, M® Chase concedes that all of the 


it looks simple, but Mr. Chase has 


activities set forth in his Table 


developed also a Table III. It will be II are “preéminently fitted for private 
seen at a glance that Table III serves enterprise.” Table III, however, must 
Tables I and II. There is an intricate be largely included as “public business” 
pattern of cross references. Commodi- because it underlies Table I and the 
ties and services weave in and out, “budget will not be met unless the un- 
through, over, and under one another. derlying industries are in order.” What 
Small wonder, says Mr. Chase, that the will happen to the profit incentive when 
business man bewildered by this intri- this happens? Mr. Chase is not con- 
cacy wants to throw the state out of it cerned very much about this. He thinks 
all while the radical, equally befuddled, it would not make much difference for 
wants to throw private enterprise out of most of us. He concludes: 


it all; both assume that any division is 
impossible. Mr. Chase, however, be- 
lieves that history dictates a natural di- 
vision and that man should not shirk 
the job just because it is a difficult one. 
Of course, some more or less revolu- 
tionary reclassifications are indicated. 
Says Mr. Chase: 


The three great items of food, shelter, 
and clothing have heretofore been in the 
private zone. The AAA is in the midst of 
collectivizing the food supply. Agriculture 
is rapidly becoming public business, not only 
in the United States but in the Soviet Un- 
ion, Germany, Great Britain, Italy, Den- 
mark, Australia, and Canada. The New 
Deal is clearly headed for a huge housing 
program, thus to transfer parts of another 
large segment from private to public busi- 
ness. We find that housing for the lower 
income groups is state business in Sweden, - 
Great Britain, Austria, Germany, and other 
countries. Private capital cannot afford the 
low interest rates involved. 


Interestingly enough the great corporate 
groups are by their very nature closer to 
collectivism than the scattered hordes of 
retailers, laundry owners, garment makers, 
gadget manufacturers and other small busi- 
ness men. They are impersonal, cumber- 
some, plagued with red tape, highly organ- 
ized. cept at the top, the Bell Telep 
system does not differ greatly from the Post 

ice system. Their armies of employees 
have the same type of habit patterns and 
responses. The girls on the switchboard 
suffer from no more responses to the profit 
incentive than do mail carriers. Bell 
system certainly has better research labora- 
tories and perhaps plans better for exten- 
sion of service. The Post Office system 
does not have to hop around for stockhold- 
ers and does not have to pay 9 per cent on 
somewhat diluted stock. ‘course the tele- 
phone company is already half in the public 
zone as a regulated utility, but serves as 
the type toward which Big Business gener- 
ally is showing every sign of moving. 


This leaves Father Ryan’s modest 


The provision of clothing continues as reservation of the sphere of appropri- 
primarily private enterprise. Modifications, ate public business a very mild position 


however, are to be noted in the AAA cot- 
ton control, the NRA textile, garment mak- 


indeed. If the field of public business 


ing, boot and shoe codes, and the FERA is as broad and essentially integrated as 
experiments in garment manufacturing by Mr. Chase insists, mere public utility 
the unemployed for their own use. segregation as we know it is bound to 


Education is chiefly public business; 
health and recreation increasingly so. 


become meaningless in the near future. 


Transportation and communication are un- It might as well be whole hog or none. 
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TABLE I—UNIVERSAL WANTS FOR MINIMUM HEALTH AND DECENCY 


Item 


Water 
Food, balanced diet 


Shelter; sound, sanitary 
housing and furnishings 
Clothing, for protection and 

decent appearance 
- Education, through high 
school; adult education 
Health, adequate protection 
Recreation 


Transportation, to work, to 
procure supplies 


Communication 


Industries Concerned (Partial List Only) 
Water supply, flood control, afforestation. 
Wheat, corn, cattle, fisheries, meat packing, canning, cream- 
eries, processing, imports of coffee, etc. 

Construction industries, furniture, textiles, plumbing supplies, 
ceramics, electrical appliances, hardware, glass, paint, etc. 
Production of cotton, wool, silk, rayon, linen, leather, rubber, 

boots and shoes, garment making, hats, etc. 
Public schools, textbooks, stationery, furniture, 
museums. 
Sanitation, hospitals, doctors, opticians, nurses, drugs. 
Parks, playgrounds, theaters, motion-picture photography, 
musical instruments, lodges and clubs, simple sports—playing 
and watching. 


Passenger service, railroads, trolleys, busses, motor cars, ferries, 
boats. 
Mails, telephone, telegraph, radio, newspapers, magazines. 


libraries, 


Personal services, and supplies Barber shops, tobacco, gifts, laundries, watches, toilet articles, 


funerals, etc. 


TABLE II—ELASTIC WANTS, LUXURIES AND PREFERENCES ABOVE 


Fancy foods and drinks 
Fancy housing 


Fancy and fashion clothing 
Higher education 


Fancy recreation 


Personal service 


MINIMUM BASE 


Imported and exotic delicacies, confectionery, vintages. 

Domestic service; luxury furnishings such as hand-made 
period furniture, objets d’art; interior decorating, landscape 
gardening. 

Coepaeh garments, extreme fashions, rare fabrics, furs, 
lace. 

Universities, foreign travel, private libraries, symphony con- 
certs, private schools. 

Florida, the Riviera, motor boats, yachts, sporti 


outfits, 
cruises, resorts, gambling, hunting, horse racing, hobbies and 
collections. 

Jewelry, cosmetics, beauty shops, valets, clubs, etc. 


TABLE III—UNDERLYING INDUSTRIES AND SERVICES (PARTIAL LIST) 


Agriculture, fisheries. 
Forestry, lumber. 


Energy complex—coal, oil, natural gas, water power, electricity. 
Metallic complex—ores, steel-making, manganese, nickel, tin, chromite, tungsten, copper, lead, 


zinc, mercury, etc. 


Chemical complex—chemical industries, nitrates, sulphur, potash, phosphates, rubber, etc. 


Cement. 


Clay, brick manufacturing, stone, sand and gravel. 
Construction industries—capital goods. 
Machine-making—capital goods, presses, lathes, etc. 


Paper and printing. 


Freight transport—railways, highways, waterways, pipe lines. 
Distribution agencies—retail, wholesale, warehousing, refrigerator service, etc. 


Import and export traffic. 


Banking, brokerage, and insurance. 
Professional services—engineering, architectural, law, accounting, etc. 
Government service—army, navy, courts, civil service, etc. 
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|S geen concluding it might be inter- 
esting to note the degree of con- 
sistency in conclusions on public owner- 
ship registered by ninety replies to a 
questionnaire sent out by Professor 
Henry Pratt Fairchild of New York 
University, which included almost every 
controversial phase of “social ad- 
vance.” The questionnaire was divided 
into “attitude” and “action proposed” 
questions. The latter classification was 
subdivided into those dealing with war, 
social security, public ownership, taxa- 
tion and finance, labor relations, gov- 
ernment reorganization, and civic liber- 
ties. Here are the results obtained by 
Dr. Fairchild in the public ownership 


group: 


C. Public Ownership 
Yes No 

. Public ownership and operation 
of a unified, exclusive, nation- 
wide railroad system 48 

. Public ownership and operation 
of a unified, exclusive, nation- 
wide transportation system, in- 
cluding railroads, canals, air 
lines, bus lines, steamships, etc. 

. Public ownership and operation 
of a unified, exclusive, nation- 
wide communication system, in- 
cluding post office, telephone, 
telegraph, radio communication, 
etc. 

. Public ownership and operation 
of all broadcasting stations, in- 
cluding use for communication, 
advertising, education and enter- 
tainment 

. Public ownership and operation 
of all local utilities, including 
water, gas, electricity, power, 
underground and surface transit 

. Public ownership and operation 
of a Federal central bank and 
monetary-control agency 

. Public ownership and operation 
of a unified, exclusive, nation- 
wide banking system 

. Public Federal monopolization of 
foreign trade 

. The public ownership and. de- 
velopment of all underlying nat- 
ural resources, including coal, 
gas, oil, mineral reserves, and 
also large forests and water 


wer 
4 The public ownership and opera- 
tion of all basic industries 


Yes No 

11. The social ownership of all ma- 

terial instruments of production 
except land 
12. The social ownershi 
terial instruments of production 32 4 
If the above returns surprise you it 
might be explained by checking the 
names of the parties who replied to the 
questionnaire. According to The New 
Republic, Dr. Fairchild sent it out to 
ascertain the “actual opinions of leaders 
of American thought.” If so, Dr. Fair- 
child is somewhat guilty of a certain 
selectiveness because his list seems to 
include the more articulate voices of 
political and economic minorities. The 
presidents of Harvard, Yale, Princeton, 
or Columbia apparently don’t qualify 
under Dr. Fairchild’s opinion of “lead- 
ers of American thought.” Neither do 
we find any outstanding jurists or in- 
dustrial leaders among them. A few 
government officials such as the late 

Senator Cutting, Senator Wagner, and 

Professor William E. Mosher appeal 

very strongly to Dr. Fairchild. There 

do appear, however, such outstand- 
ing “leaders of Amercan thought” as 

Milo Reno, Governor Floyd Olson of 

Minnesota, Professor Walter (Technoc- 

racy) Rausenstrauch, Upton Sinclair, 

Ben Marsh of the People’s Lobby, and 

other intellectual leaders who have made 

a somewhat marked impression on the 

average American intellect. It would 

be looking for an argument to attempt 
to classify the names according to their 
relative standing of various shades of 
radicalism, but it would not be un- 
fair to say that Dr. Fairchild apparently 

did not even consider sending his ques- 

tionnaire to members of the United 

States Chamber of Commerce. 

—F. X. W. 

Wuat Is Pusric Business? By Stuart 
Chase. Current History. April, 1935. 

QUESTIONNAIRE ON Soctat Osyectives. The 
New Republic. April 17, 1935. 

Appress. L. C. Probert, before the Washing- 
ton Transportation Club. April 18, 1935. 
Washington D. C. 

Ryan Resuxes Sociazist’s Cry. Public 
Ownership. January, 1932. 
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Free-lowing Commerce 


F proposed New Deal legislation, 

seeking to strengthen the govern- 
ment’s control and regulation of indus- 
try becomes law, it is clear to most ob- 
servers that we may soon be under the 
new economic order of “social disci- 
pline” proclaimed by Donald R. Rich- 
‘berg, chief spokesman for the adminis- 
tration. In a comprehensive exposition 
of New Deal philosophy, Mr. Richberg, 
in an address at Rutgers University, 
said: 

If the system of private enterprise is to 
be preserved, it should be abundantly clear 
that the excesses of competition and the 
excesses of profit-making must be prevent- 
ed by social discipline. If this can be 
worked out by the codperation of agricul- 
ture and trade and industry by associations 
of common interest and a coordinating su- 
pervision of public authority, we shall be 
able to preserve the maximum of private 
initiative and individual liberty which is 
possible in the complexities of modern in- 
dustrial civilization. 


This “social discipline” by which the 


government would prevent the ills of 
our present economy, it is said, can be 
made effective only in so far as the 
government can establish its rights to 
intervene in industry in the public inter- 


est. For this reason, Mr. Richberg’s 
argument in his Rutgers address is con- 
sidered to be of transcendent impor- 
tance because, as the well-known Wash- 
ington journalist, David Lawrence, re- 
cently pointed out, it will form the basis 
of the whole appeal of the Roosevelt 
administration in the Federal courts 
that its power to regulate commerce, in- 
side or outside a state, be sustained on 
the ground that all business nowadays 
“affects the free flow of commerce.” 

This broad interpretation of the con- 
troversial interstate commerce clause 
already has been written into the origi- 
nal bill (S. 2445) to amend Title I of 
the National Industrial Recovery Act, 
introduced in the Senate by Senator 
Pat Harrison, (D.) Mississippi. Mr. 
Harrison is chairman of the Senate 
Finance Committee to which the bill 
was referred. 


in the Land of the Free 


HE bill offers ample evidence that 

the administration appreciates the 
necessity for a broad definition of in- 
terstate commerce to permit the expan- 
sion and increase of its powers over 
industry. As one commentator puts it, 
the definition of interstate commerce, as 
written in the new NRA legislation, “is 
so broad as to cover almost everything.” 
Here it is: 


No trade or industry or subdivision 
thereof shall be eligible for a code, unless 
by reason of the character or volume of 
employment or sales, or the shipment, or 
use of goods shipped, in interstate or for- 
eign commerce, or the effect of such trade 
or industry or subdivision thereof upon in- 
terstate or foreign commerce, or upon in- 
strumentalities of interstate or foreign 
commerce, or upon the movement of goods 
or services in interstate or foreign com- 
merce, or by reason of other conditions 
which the President finds to exist, said 
trade or industry or subdivision thereof ei- 
ther is engaged in interstate or foreign com- 
merce, or so substantially affects interstate 
or foreign commerce that the establishment 
and enforcement of standards of fair com- 
petition in such trade or industry or sub- 
division thereof are necessary and proper 
for the protection or regulation of interstate 
or foreign commerce. 


(In submitting the measure, it was 
made clear that the bill was introduced 
to provide a working basis for legisla- 
tion and that it was not a bill of the 
Senate Finance Committee, which was 
still holding hearings on the NRA at 
the time the bill was introduced. Ac- 
cording to press reports, the introduc- 
tion of the measure was suggested by 
Mr. Richberg as evidence that action to 
continue the NRA was intended.) 

In contending that all business nowa- 
days “affects the free flow of com- 
merce,” it is interesting to note that the 
proposed NRA legislation also provides 
that under the codes “devices for con- 
trolling prices, production, or distribu- 
tion may be applied to those trades or 
industries which are now or hereafter 
subjected to governmental regulation of 
prices, services, and methods of opera- 
tion, as public utilities or as natural 
resources industries (such as, among 
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others, coal, oil, or gas), or because ness nowadays “affects the free flow of 
they are found to be affected with a commerce,” and there is no constitu- 
public interest.” tional restraint upon the government’s 

Now, if it is conceded that all busi- intervening in industry “in the public 


722 





—s ota ses awe-or pho 





WHAT OTHERS THINK 


interest,” there may be some reason for 
New Deal critics viewing with alarm 
this policy of the administration which, 
they fear, is leading us to the very 
threshold of communism. 


ut those holding such fears may 
B now rest assured that there is no 
tendency whatsoever toward commu- 
nism in the New Deal. At least, so 
they are told by the chief of the govern- 
ment’s emergency program, who dis- 
claimed that the New Deal policy is 
even “flirting” with communism. On 
this score, Mr. Richberg, in his Rutgers 
speech, said: 


There is no tendency whatsoever toward 
communism in the New Deal program. Nor 
is there any purpose to transform an in- 
dividualistic, competitive system into a so- 
cialistic codperation. There is the definite 
aim by codperative means to eliminate the 
unfair methods and the intolerable results 
of an undisciplined competitive system. 

There is a world of difference between 
imposing social responsibilities upon the 
owners of private property, and socializing 
property. There is a world of difference 
between establishing a fair system of private 
profit-making and establishing a system of 
production for use instead of for profit. 


While most observers concur whole- 
heartedly in the noble objectives out- 
lined by Mr. Richberg in planning to 
meet our problems through the codper- 
ation of agriculture and trade and in- 
dustry by associations of common inter- 
est, some find it difficult to classify cer- 
tain phases of the New Deal program, 
such as the TVA, in Mr. Richberg’s 
reas of New Deal philoso- 
phy. 

But even if TVA does not establish 
“a system of production for use in- 
stead of for profit,” as many contend it 
does, the important question asked by 
one Washington observer is how the 
codrdinating supervision of public au- 
thority necessary to effect “social dis- 
cipline” (as opposed to socialization) of 
industry can actually be accomplished 
in the face of realities in the national 
capital, even under the New ek 

—E. S. B. 


Appress. Donald R. Richberg, Executive Di- 
rector, National Emergency Council. Rut- 
gers University, March 27, 1935. 


Senate (NRA) Bn 2445. 
March 29, 1935. 


Introduced 





An Economist Considers the Constitution 


wor utility regulation, antitrust 
legislation, government ownership, 
and collective bargaining, are the earlier 
interventions of government in industry 
which would be superseded by the “new 
technique” of making industrial policy, 
proposed by Gardiner C. Means, eco- 
nomic adviser to the government. 

In a report on industrial prices and 
their relative inflexibility submitted to 
Secretary of Agriculture Wallace (and 
transmitted to the United States Senate 
in response to a Senate resolution), Mr. 
Means studies the behavior of prices 
during the depression, interprets the 
meaning of price inflexibilities which his 
study discloses, and describes a “new 
technique” by which he believes a basic 
economic readjustment can be accom- 
plished. 

Briefly this “new technique” is based 


on the contention that certain elements 
in the making of industrial policy should 
no longer be left to the market place 
and the price mechanism, but should 
be placed in the hands of administrative 
bodies, as provided in the NRA and the 
AAA code authorities, crop control 
committees, etc. 

By setting up key elements of indus- 
trial policy by administrative bodies to 
facilitate economic functioning, Mr. 
Means would avoid the weaknesses in- 
herent in these “earlier interventions” 
of government in industry (public util- 
ity regulation, government ownership, 
antitrust legislation, and collective bar- 
gaining), which he described as fol- 
lows: 

Antitrust legislation tried to maintain 
competition and the market as the maker 
of industrial policy and failed because it con- 
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fused the absence of monopoly with the 
existence of a free market. The market 
break-down is not a matter of monopoly 
(as the courts have px ee the term), 
but of the making of industrial policy by 
private individuals. 

Public utility regulation establishes a 
major element of industrial policy—namely 
rates—but, because it is focused on the in- 
terests of property and not on balancing 
the interests of investors, workers, and con- 
sumers, it tends to aggravate the faults 
inherent in business decisions—witness the 
efforts to increase railroad rates during the 
depression. It has neither tackled the 
problem of getting service to the public 
under optimum conditions nor has it taken 
account of the problem of price rigidity in- 
troduced by the process of rate making. 

Government ownership and operation has 
involved taking on the whole job of indus- 
trial and business operation instead of sim- 
ply the key industrial decisions. Govern- 
ment has here had to determine not only 
industrial policy but also business policy as 
well, with all the centralization which this 
involves. 

Collective bargaining has been a tech- 
nique for establishing certain elements of 
industrial ners but it tends to place the 
whole emphasis on the division of the spoils 
and loses sight of the other major aspects 
of industrial policy having to do with in- 
creasing the spoils to be divided. 


Nw” these alleged weaknesses 
would not be encountered in the 
Means technique because he would sup- 
plement the market mechanism with in- 
stitutional arrangements (NRA, AAA, 
money system, etc.) sufficient to allow 
the economy to function effectively in 
the presence of and in spite of inflexi- 
ble prices. But, some may ask, would 
this not require government ownership 
or dictatorship? Is this not the only 
alternative to a laissez faire policy? 
To these questions Mr. Means answers 
“No.” Actually, he says, the choice 
does not lie between private ownership 
and government ownership because the 
problem is primarily the distribution of 
control in the locus of ownership. 

Nor does the choice of method to 
achieve an effective functioning econo- 
my lie between the atomization of in- 
dustry and economic dictatorship be- 
cause, in Mr. Means opinion, it is only 
necessary to set up an_ institutional 
framework through which certain key 
industrial decisions are made and with- 


in which private or corporate enterprise 
and initiative can function effectively, 

Moreover, Mr. Means contends that 
the American tradition demands that 
the solution to our economic troubles be 
sought which preserves the maximum of 
liberty, democracy, and opportunity, 
and at the same time provides plenty 
and security and lies wholly within the 
framework of the Constitution. 

It would seem that the present-day 
economists’ chief problem is how to 
squeeze their ideas within the present 
framework of the Constitution. Of 
course, if this task becomes too difficult, 
necessary alterations could be made in 
the framework. As students of the 
Constitution (and other observers) fre- 
quently have pointed out, Article V for- 
tunately provides that: 

The Congress, whenever two thirds of 
both Houses shall deem it necessary, shall 
propose amendments to this Constitution, or, 
on the application of the legislatures of two 
thirds of the several states, shall call a con- 
vention for proposing amendments, which, 
in either case, shall be valid to all intents 
and purposes, as part of this Constitution, 
when ratified by the legislatures of three 
fourths of the several states, or by conven- 
tions in three fourths thereof, as the one or 
the other mode of ratification may be pro- 
posed by the Congress; Provided that no 
amendment. which may be made prior to 
the year one thousand eight hundred and 
eight shall in any manner affect the first 
and fourth clauses in the ninth section of 
the first Article; and that no state, without 
its consent, shall be deprived of its equal 
suffrage in the Senate. 


But evidently Mr. Means appreciates 
the advantages of a new economic or- 
der that would not require a constitu- 
tional amendment. With the evident 
trend among recent economic reformers 
to overlook important provisions in the 
law of the land, many observers will 
find it interesting to have an exponent 
of a new economy demanding that such 
economic reorganization should be kept 
wholly within the framework of the 
Constitution. 

—E. S. B. 


INDUSTRIAL Prices AND THEIR RExative In- 
FLEXIBILITY. By Gardiner C. Means, Eco- 
nomic Adviser on Finance to the Secretary 
of Agriculture. Published as Senate Docu- 
ment No. 13. 
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The March of Events 





Senate Passes TVA Amendments 


ENATE leaders swept to passage the Norris 
TVA amendments, 56 to 19, recently. 
‘ The amendments to the TVA act increase 
the Tennessee Valley Authority’s capitaliza- 
tion from $50,000,000 to $100,000,000, and 
broaden its powers. : 

Two important last-minute amendments 
were added to the Norris bill before it was 
passed by the Senate. One, by Senator James 
Couzens (R.), Michigan, would require TVA 
to establish a uniform cost accounting system. 
Another by Senator M. M. Logan (D.), Ken- 
tucky, would extend TVA jurisdiction to the 
Cumberland river and basin. end 

As passed by the Senate, the Norris bill 
authorizes TVA to finance municipalities in 
purchase of power systems for the sale and 
distribution of power generated at the Ten- 
nessee river dams. This and other amend- 
ments were designed to clarify TVA legality 
and meet issues raised by Judge W. I. Grubb 
in his Alabama Federal court injunction 
against TVA moves to purchase power 
systems. : 

While the Senate was debating the TVA 
measure, the House Military Affairs Commit- 
tee decided to hold a thorough investigation 
into recent TVA activities before a vote on 
the companion House bill. It was expected 
that Comptroller General J. R. McCarl, whose 
audit of TVA accounts brought to light al- 
leged irregularities, would be called before 
the committee. 


President Establishes Rural 
Electrification Authority 


Peaerene Roosevelt May 11th signed an 


executive order establishing the Rural 
Electrification Administration to carry out 
part of the work relief program. 

Organization of this division followed an- 
noungement that $50,000,000 will be divided 
among the states for rural electric service 
extensions. , 

Mr. Roosevelt allotted $75,000 for initial 
administrative expenses of the Rural Electri- 
fication Administration, which will be organ- 
ized by Morris L. Cooke, Philadelphia engi- 
neer, who has devoted much study to power 
Problems. 

Allocations will be made hereafter for au- 
thorized individual projects. 

The President described the duties and 

ions of the new administration as follows: 

“To initiate, formulate, administer, and su- 


pervise a program of approved projects with 
respect to the generation, transmission, and 
distribution of electric energy in rural areas.” 

The other permits the administration to 
acquire by purchase or by the power of 
eminent domain, any real property or any 
interest therein and improve, develop, grant, 
sell, lease, or otherwise dispose of any such 
property or interest therein. 

Soon after his appointment as administrator 
of the government’s rural electrification pro- 
gram, Mr. Cooke said that if the private and 
existing public power systems do not co- 
Operate by offering rates considered fair by 
the administration, the “government is ready” 
to make use of wide powers granted under 
the executive order establishing the agency. 

These powers included the right to “ac- 
quire by purchase or the power of eminent 
domain, any real property or interest there- 
in.” Whether this phrase covers acquisition 
of existing generation, transmission, and dis- 
tribution systems has not been explained. 

Mr. Cooke said the rural electrification pro- 
gram will connect with existing Federal hy- 
droelectric projects, such as TVA, Boulder 
dam, Grand Coulee dam, and Bonneville. 

The program, he said, involves a plan for 
financing the wiring of homes and purchas- 
ing of all necessary appliances. 

Asked how an individual farmer could .ob- 
tain a place in his program, Cooke said the 
farmer must find out how many‘miles of 
line will be needed, what the rates are, and 
how much power he can use. 

“Then he must go to the nearest utility or 
power source. If he can’t get this done we 
will help them,” he said. 


Opposes Federal Oil Board 


5 oil industry recently announced a pro- 
gram vigorously opposing any efforts to 
establish a Federal petroleum board classify- 
ing it as a public — but admitting a need 
for control of crude oil production. 


FCC Holds National Conference 


HE Federal Communications Commission 

recently held a National Conference for 
discussing plans for mutual codperation be- 
tween educators, broadcasters, and eleemosyn- 
ary organizations. 

The conference was conducted the 
Broadcast Division, composed of Commission- 
er E. O. Sykes, Chairman, and Commission- 
ers Case and Prall, by direction of the full 
commission. 
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Extend Night Phone Rate 


T= Bell system telephone companies re- 
cently filed tariffs with the Federal Com- 
munications Commission advancing to 7 P. M. 
the hour at which night rates for interstate 
toll telephone service begins. The tariffs be- 
came effective June Ist. 

Under the old tariff, evening rates on sta- 
tion-to-station service apply from 7 pP. m. to 


8:30 Pp. m., when the night rates become 
effective. Night rates average about 25 per 
cent less than evening rates and apply on 
telephone calls on which the day rate is more 
than 35 cents. 

Tariffs for the introduction of night rates 
on transatlantic service, to apply between the 
hours of 5 p. mM. and 5 A. M., to be effective 
June 1, 1935, have also been filed by the 
American Telephone and Telegraph Company 


* 


Alabama 


PSC Must Earn Appropriation 


oa appropriation bill, recently before the 
post-recess session of the legislature, con- 
tained a major change in the provision that 


the public service commission must earn its 
$75,000 appropriation from inspection and su- 
pervision fees from utilities and fees and taxes 
from motor carriers, according to The Bir- 
mingham News. 


¥ 


Arkansas 


Electric Rates Cut 


HE department of public utilities, fol- 
lowing several weeks of negotiations with 
the Citizens Electric Company of Hot 
Springs, recently issued an order immediate- 
ly effective, reducing residential and commer- 
cial electric rates approximately 15.4 per cent. 
It was estimated that the reduction will ef- 
fect a saving of $45,000 a year for electric 
consumers, on the basis of 1934 business, with 
a possibility that the amount of savings will 
be increased on the basis of 1935 business. 
The department recently approved a reduc- 
tion in gas rates at Helena, amounting to 20.5 
per cent. A summer water rate also was ap- 
proved under which consumers will be per- 
mitted to use from 20 to 65 per cent inclu- 
sive, for the same monthly rate paid during 
corresponding months last year. 


» 


The reductions were worked out with the 
Arkansas Utilities Company, whose electric 
rates were reduced approximately 10 per cent 
last fall following an investigation by the old 
fact finding tribunal. Gas and water rates 
were left open at that time for further investi- 
gation and negotiation. 

The gas rate reduction became effective on 
May bills and the change in water rates is 
retroactive to April Ist. 

The department received notice that the 
Rogers city council has passed a resolution 
to reduce Southwestern Bell telephone rates 
materially in Rogers, effective June 5th. The 
city council acted under § 15 of the new 
public utilities rate control act which author- 
izes municipalities to fix rates and requires 
that the utility appeal to the utilities commis- 
sion if not satisfied with the proposed reduc- 
tion. 


California 


Bus Ordinances Defeated 


wo proposed bus ordinances, backed by 

Upton Sinclair’s Epic organization, were 
defeated in the recent municipal election in 
Los Angeles. One of the proposals would 
have allowed the discredited jitney bus, previ- 
ously outlawed by popular vote, to invade 
again the downtown streets. The other pro- 
posal would have created a top-heavy munic- 
ipal bus system with unlimited power to bor- 
row funds. 


City Gets Power Fund 


ATER and power revenues approximat- 

ing $2,600, will be allocated to the 

dual purpose of balancing the city’s 1935-36 

budget of Los Angeles and relieving taxpay- 

ers of some of their burden, according to the 
Los Angeles Times. 

Duplicating the amount of power revenue 

funds transferred last year to the city general 

a ,000 power revenue will be trans- 

ferred to the reserve fund of the city during 
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1935-36, as recommended by General Mana- 
ger Scattergood. Of that amount $485,000 
will be allotted to direct relief and the re- 
mainder, $765,000, will be used for payment 
of lighting services rendered tax-supported 
departments of the city. A portion also will 
be allotted to reduce post lighting assessments. 


Voters Oppose One-man Cars 


PROPOSED ordinance prohibiting one-man 
A street cars was carried by a sweeping 
vote of San Francisco’s citizens recently. 

Although the matter is in the hands of the 
Federal court, the expression of sentiment 
has the effect of preventing the supervisors 
from acting in so far as the municipal rail- 
way is concerned. The vote was 99,406 for 
and 63,723 against. 

Twice previously defeated, the proposal to 
legalize “revenue” bonds, payable wholly 
from the revenues of the ‘public utilities for 
whose use they are issued, again met an over- 
whelming defeat. The margin was nearly 2 
to 1. 


Crossing Accidents Reduced 


A= of 3 per cent in grade crossing 
accidents during 1934 as compared with 
the preceding year was reported by the rail- 
road commission recently. 

In 1933 there were 1,847 grade crossing ac- 
cidents, in which 169 persons were killed and 
657 injured; last year there were 1,784 acci- 
dents, involving 161 casualties and 644 inju- 
ries. 

Approximately 7 per cent of all aiwrey 
fatalities are at grade crossings, but only 1% 
per cent of the injuries. About 26 per cent 
of the grade accidents involved running into 
the side of standing or moving trains, it is 
reported. 


City Plant Raises Rates 


HE city council of Long Beach recently 

jumped the rates of its municipal gas 
plant 10 per cent. The additional revenue is 
not for the gas department but for general 
city expenses. 


Florida 


City Ownership Bid Fails 
| Speer = of the Municipal Ownership As- 


sociation to force a referendum election 

on purchase of all utility plants met with tem- 

porary failure recently. The committee’s pe- 

tition had an insufficient number of names of 
qualified voters. 

The petition as handed in contained 5,603 


names. Examination by deputy clerks reduced 
the number to 2,645 by eliminating all per- 
sons who had signed but who were not quali- 
fied voters. The number needed to make 10 
per cent of the registration books is 2,871. 

Under the city charter the committee had 
ten days to get additional names in an at- 
tempt to bring the petitions up to legal re- 
quirements. 


Illinois 


Orders Service Resumed 


Ts commerce commission recently or- 
dered the Illinois Power and Light Cor- 
poration to resume service “forthwith” to 
southern Illinois cities where service has been 
either cut off or interrupted by the month-old 
strike of electrical workers. 

In issuing the order, members of the com- 
mission stated that they were not taking sides 
in the controversy. 


The commission said it was compelled to 
act because thousands of citizens are dis- 
tressed and their lives and property endan- 
gered with conditions as they were. Twenty- 
five thousand workers were thrown out of em- 
ployment through the shutdown of factories 
occasioned by lack of electric or gas service, 
it is reported. 

The commission’s order did not suggest 
what steps the corporation should take to re- 
open its service. 


Indiana 


Mayor Guilty in Power Suit 
M*x C. W. H. Bangs and five other 


Huntington citizens were found in con- 


tempt of court sonatas and ordered to jail 
pending payment of $2,100 damages to the 
N Testu Indiana Power Company. 
All the defendants but the mayor posted 
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bond. The mayor went to jail in the interest 
of what he termed “the campaign for local 
control of the light and power question.” All 
the defendants violated an order prohibiting 


them from extend Ss Te 
plant. David Smith, of Ft. 

, also held they had done oS t00 eel injury 
to the power company. 


Kansas 


Upholds City’s Contract Right 


HE Kansas Supreme Court recently upheld 

the right of cities to contract with gov- 
ernment agencies for marketing bonds with 
which to construct municipal utility plants. 


The high court affirmed a decision of the 
Shawnee County District Court which refused 
to grant to the Kansas Utilities Company an 
injunction against the city of Burlington which 
voted to issue bonds for a municipal power 
and light plant. 


Kentucky 


Power Plant Loan Upheld 


VE in their fight for municipal power, 
Middlesboro city officials are going ahead 
with plans for issuance of $328,000 in bonds 
for a city plant, according to The Knoxville 
Journal. 

A decision by the court of appeals recently 
upheld the right of the city commissioners to 
issue the bonds, a right challenged several 


months ago by the Kentucky Utilities Com- 
pany, which obtained an injunction and halt- 
ed the city’s proceedings. 

The state’s highest court reversed the Bell 
Circuit Court, which had held the city com- 
missioners in contempt for attempting to vio- 
late the injunction. The decision also dis. 
solved the injunction, and Mayor Ike Gins- 
berg declared that sale of the bonds would 
take place immediately. 


Michigan 


PWA Rejects Light Project 


= by PWA that its $1,500,000 power 
line extension project had been disap- 
proved, the Detroit Public Lighting Commis- 
sion recently decided to resubmit the project 
in a different form. 

The commission asked for $1,500,000 to 


¥ 


ne three new substations and extend its 
lines to take over public lighting and Detroit 
Street Railway power in sections of the city 
of Detroit now served by The Detroit Edison 
Company. 

It was reported the PWA turned down the 
project because of Detroit’s inability to issue 
faith and credit bonds. 


Minnesota 


Vetoes City Plant Project 


SSERTING that such a “hazardous and un- 
planned undertaking” as the proposed 
seventeen-million dollar St. Paul municipal 
electric plant would “in all probability bank- 
rupt our city,” Mayor Gehan recently vetoed 
an ordinance providing for a referendum on 
the necessary bond issue. 
In a message accompanying the veto, 
addressed to the St. Paul city council, the 
mayor characterized the proposed project in 


its present form as “the height of ay 
He said the city should not undertake to 
operate a plant in competition with the North- 
ern States Company. The mayor also de- 
clared that a complete plant would cost $19,- 
500,000 and he pointed out that rate —— 
of $350,000 per year effective as of 
1936, already have been secured for St. a al 
citizens. 
Action either to pe = override the 
veto was postponed unt council mem- 
bers could be present. 
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Nebraska 


Power Bill Is Approved 


Sm and villages are permitted to acquire 
or construct light or power plants and 
transmission lines by pledging earnings by a 
bill eee passed by the legislature and ap- 
proved by Governor R. L. Cochran. The bill 
corrects defects in an existing law, part of 
which the supreme court had held void. 


Ask New Power Districts 


Moe advocates of public ownership of 
utilities launched a new drive with filing 
of an application with State Engineer Tilley 
for formation of a McCook public power dis- 


trict. 
The district would be given power in the 
petition to construct or purchase and operate, 


transmission lines, substations, electrical dis- 
tribution system and an electric light and pow- 
er plant. The district proposes to buy elec- 
trical energy at wholesale, unless it is found 
more economical to build its own plant or buy 
an existing plant. 

Petitions asking authorization of the state’s 
largest rural electrification district, which 
will embrace twelve south central Nebraska 
counties, were filed recently. 

Under the designation southern Nebraska 
rural public power district, the power system 
would be extended into Adams, Phelps, Har- 
lan, Furnas, Kearney, Clay, Nuckolls, Thay- 
er, Fillmore, Webster, Franklin, and Gosper 
counties. Lines of the district would tap one 
of the richest agricultural regions of the state. 

A similar application was made for the 
Roosevelt public rural power district, contem- 
plated in Scottsbluff and Sioux counties. 


New Jersey 


Bus Insurance Bills Passed 


HREE senate bills fixing amounts of lia- 

bility insurance to be carried by busses 
and providing for filing of policies by inter- 
state and chartered and special busses with 
the public utilities commission were passed 
recently by the assembly, during the current 
session of the legislature. 


One bill fixed minimum liability insurance 
for all busses at $5,000 and maximum insur- 
ance for busses with a capacity of not more 
than twelve persons, $15,000; not more than 
twenty persons, $25,000; not more than thirty 
persons, $50,000 ; and more than thirty persons, 

75,000. Property damage insurance was 
fixed at $1,000 minimum and $5,000 maxi- 
mum. 


New York 


Proposes $45,000,000 Plant 


Pusxs for a $45,000,000 municipal power 
plant in New York city, to sell current to 
all classes of consumers in direct competition 
with the Consolidated Gas system, were out- 
lined by Mayor La Guardia recently. The 
mayor’s official statement said he would seek 
a PWA loan for the “yardstick” project which 
would save consumers about $70,000,000 a 
year. 

The mayor’s statement said that he was 
putting up to the Consolidated system the al- 
ternative of either giving general consumers 
a really substantial rate cut, like that it gave 
to the city itself, or facing the competition of 
a municipal power plant. 

The projected power plant would be on 
Welfare Island, would serve about 87,000 cus- 


tomers in Manhattan, the Bronx, Brooklyn, 
and Queens, and would have a peak load ca- 
pacity of 100,000 kilowatts, or a little less 
than one tenth of the capacity of the plants 
in the Consolidated system. 


Utility Rates Cut 


EVISIONS of electric rates of the New York 
State Electric & Gas Corporation de- 
signed to save consumers in Columbia and 
Rensselaer counties $22,700 annually, accord- 
ing to the Philadelphia Record, were approved 
recently by the public service ‘commission. 
The new schedule, effective next August 
Ist, calls for a $15,000 reduction in 44,802 
bills for residential service, and $7,700 in 7,589 
bills of commercial users. 


729 





“+ patina +a AINE, sar sree 


PUBLIC UTILITIES FORTNIGHTLY 
North Carolina 


Creates Electric Corporation 


HE house recently enacted into law Sena- 

tor Dudley Bagley’s measure to author- 
ize the creation of electric membership cor- 
porations to take advantage of the extension 
of electric lines to be undertaken by the Rural 
Electrification Authority created by act of the 
assembly. 


Another measure approved by the house 

would confer the power of eminent domain 
upon all agencies receiving aid from the Fed. Fed. 
eral government but would require such agen. 
cies to secure a certificate of convenience and 
ney, from the gay deo g omeng | before 
condemning property. Ap rom the com- 
mission to the courts would be provided, it 
is reported. 


North Dakota 


Electric Rates Slashed 


[om rate schedules for three electric 
power companies have been announced 
by_ the railroad commission. 

Voluntary reductions in light rates rang- 
ing from 10 to 50 per cent in the town of 
Underwood were made by the Central Light 
& Power Company. 

The largest cut was in residence light rate 
for amounts used in excess of 175 kilowatt 
hours per month. The rate on these amounts 
was sliced from 6 cents per kilowatt hour to 


3 cents per kilowatt hour, it is reported 

At the same time a reduction was made in 
the minimum bill for residence lighting from 
$1.50 to $1 per month. 

Cooperstown and Hannaford, served by the 
Central West Public Service Company of 
North Dakota, also received rate reductions 
recently as the result of an agreement 
= — and the commission. 

pecial temporary domestic and commer- 
cial rate agen be in effect for one year in all 
towns in the state served by the Montana- 
Dakota Power Company. 


Ohio 


Fires New Blast at TVA 


HE Federal government, by its policy in 
the Tennessee valley, was pictured re- 
cently by George B. Chandler, secretary of 
the Ohio Chamber of Commerce, as “a sec- 
tional solicitor of industries on a huge scale,” 
according to the Associated Press. He re- 
peated previous assertions that the TVA is 
: oo below the belt” by the government. 
Replying directly to White House Secretary 
Marvin H. MclIntyre’s suggestion that he 
“publicly retract” that the TVA attempted to 
lure industries from Ohio, Chandler declared: 
“We have nothing to retract.” 


“Agents did come into Ohio and Michigan 
less than a year ago to solicit the gradual di- 
a of industries to the Tennessee valley,’ 

said. 

“They met with a cold shoulder from 
Northern chambers of commerce and _ busi- 
ness men. Whether the agents quit, or the 
policy was abandoned, or indeed was never 
authorized, I have no means of knowing.” 
Dr. Arthur E. Morgan, chairman of the 
TVA, has denied that attempts were made 
to solicit Northern industries, but Chandler 
expressed himself as “not impressed” by state- 
ments of Dr. Morgan in regard to such 
solicitation. 


= 
Oklahoma 


Utilities Collect Sales Tax 


HE new sales tax law, enacted by the re- 

cent legislature, removes any question as 
to whether utility companies should pass on 
the sales tax to customers, by requiring that 
this be done and prescribing a penalty for 
absorbing or otherwise failing to collect the 
tax in addition to bills for service, according 


to the Judicial Bulletin of the Oklahoma Util- 
ities Association. 

The measure applies to electric, gas, water, 

in- 

all sales of any such services by any 

jen Be corporation, and including local and 

intrastate long-distance telephone calls and 

telegraphic messages and including radio serv- 

ices. 
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Oregon 


Steam Heat Rates Reduced 


EDUCTION of steam heating rates of the 
R Northwestern Electric <7, with an 
annual saving to the patrons of $47,000, was 
announced in Salem recently following a con- 
ference between Frank C. McColloch, state 
utilities commissioner, and officials of the elec- 
tric corporation. 

* All customers using 25,000 pounds or more 


steam a month will receive some reduction 
and in many cases annual savings will 
aggregate 18. per cent. Patrons using 50,000 
pounds or more of steam a month will receive 
a credit on their winter bill equal to the dif- 
ference between the standard rate and the low 
summer rate. 

Credits so earned from May to October, in- 
clusive, will be applied on bills for the other 
six months of the year. 


Pennsylvania 


Plan to Increase Utilities Tax 


N increase in the utilities gross receipts 
tax from 8 to 14 mills was included in 
a compromise revenue producing plan be- 
tween Governor George H. Earle and the leg- 
islature after a three months’ tax battle, ac- 
cording to the Philadelphia Record. The six 
mills increase in the utilities tax is estimated 
to bring in $2,000,000 of $57,675,000 total tax 
for relief for the coming year. 

The day before the agreement was reached 
the governor walked out on a Republican sen- 
ate committee when it presented a program 
without taxes on the utilities and manufac- 
-_— according to the Pittsburgh Sun-Tele- 
graph. 


Suits Fail to Halt Plant 


pry will go ahead with construc- 
tion of a municipal electric light plant de- 
spite court actions to ban the project, accord- 
ing to the Philadelphia Record. 

City council passed a bill recently which 
calls for Federal financing to complete the 
project. The bill provides for acceptance of 


a PWA loan and grant of $115,000. It also 
makes provision for repayment of $80,500 of 


that sum. The remainder is an outright Fed- 
eral grant. 

Meanwhile, in court at Easton, City Solici- 
tor Daniel McCarthy filed answer to two pe- 
titions filed by the Pennsylvania Power & 
Light Company, asking that Bethlehem off- 
cials be adjudged in contempt of court for 
starting the municipal plant. 

The contempt action grows out of a per- 
manent injunction issued by Judge Stewart 
of Northampton county common pleas court, 
restraining city officials from starting the 
project. The plant was started, nevertheless. 
His injunction was issued on the premise that 
Bethlehem did not have sufficient borrowing 
capacity to undertake the construction. 


Borough Cuts Light Rates © 


ype borough council recently 
passed an ordinance reducing the munic- 
ipal plant electric rates, saving consumers - 
proximately $5,000 annually, according to 
Pittsburgh Sun-Telegraph. The rate reduc- 
i followed a tax cut from nine to seven 
mills. 

The borough uses a distributi 
buying the current from Natrona 
Power Company. 


system, 
ight and 


Rhode Island 


Cut Phone Hand-set Charge 


USTOMERS of the New England Telephone 
and Telegraph Company who have paid 
the extra 15-cents-a-month charge on hand 
sets for three years will be relieved of the ex- 
tra charge after June Ist, according to a re- 
vised schedule or rates to be filed with the 
division of public utilities. 
On hand sets installed within the past three 


years, the 15-cents-a-month will be 
continued until the set has been in the cus- 
tomer’s use for the 3-year period, and cus- 
tomers who have hand sets installed in the 
future must pay the extra charge for three 
years. 

The charge for reconnection of telephones 
disconnected for nonpayment of bills also will 
be reduced and the “night” rate extended from 
8:30 Pp. Mm. to 7 P. M. 
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South Carolina 


Agree on Rural Extension 


HE Broad River Power Company has 
agreed to construct electric line extensions 
into the Lake Murray and Ballentine areas, 
J. E. Beamguard, chairman of the public serv- 
ice commission, announced recently, according 


to a statement in The P cage ov Record, 

d said that the agreement was 
reached after a series of conferences between 
power company officials and members of the 
public service commission. No formal or- 
der was passed by the commission, it is re- 
ported. 


Tennessee 


Urges New Utility Methods 


PEAKING before the recent convention of 

the natural gas division of the American 
Gas Association in Memphis, W. W. Winters, 
vice president of the Atlanta Gas & Light 
Company, advised public utility executives to 
“meet the challenge of government competi- 
tion with aggressive sales methods, newspa- 


per advertising, and exhaustive research work 
to improve service.” 

“Utility executives must get out of their 
comfortable seats and work with the ingenu- 
ity of other competitive nonutility business 
leaders,” said Mr. Winters. 

He suggested that the utilities stop fight- 
ing the Tennessee Valley Authority and to 
“spend more in money and man power.” 


Texas 


Gas Wastage Bill Passed 
Wes of a billion feet of Texas Pan- 


handle natural gas a day will be stopped 
as the result of approval by Governor James 
V. Allred of a bill which received final vote 
of the legislature recently, according to The 
Austin American. 

The measure stops both the popping of 
residue gas from which gasoline has been ex- 
tracted, and the burning of sweet gas for 
carbon black. It repeals the 2-year-old sour- 
gas law, and makes no exceptions as sought 
by representatives of deepfield areas of south 
Texas. 

Adjournment of the legislature on May 
llth, however, slammed the door on passage 
of a general utilities regulation bill in the 
final crush, according to an item in The 
Austin American. 

Also falling under the stringent closing 
hour rules was Governor Allred’s bill to cre- 
ate a penie corporation to construct gas pipe 
— from the Panhandle to St. Louis and 

troit. 


Upper Colorado Bill Enacted 


OvERNOR Allred recently approved a law 
creating the Upper Colorado River Au- 
thority in Tom Green and Coke counties. 
The law is patterned on the Lower Colo- 
rado act, with the addition of remitting state 
taxes in the two counties as additional secu- 
rity for bonds of the district. The project 
includes construction of a power and irriga- 
tion reservoir on the Colorado north of San 
Angelo. 


Seek Municipal Plant 


tT? San Antonio city commission has an- 
nounced a platform calling for municipal 
ownership of the gas and electric utilities in 
San Antonio and pledged itself to call a rev- 
enue bond election to acquire the properties. 

In a recent rate hearing the city refused to 
order San Antonio Public Service Company 
to make substantial reduction in rates to citi- 
zens. 


Utah 


Restrains New City Plant 


A restraining order enjoining the 
Bountiful city’s municipal plant from 
charging its electric system because of alleged 


failure to comply with the national — 
code was granted to Bountiful Light and 
Power Company by District Judge Eugene E. 
— at Ogden recently. 

In asking for the order, attorneys of the 
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Bountiful Light and Power company said the 
action was taken to protect the employees of 
both systems and to prevent damage to prop- 
erty of customers. 


New Commission Created 


PUBLIC service commission was created 
by the recent legislature to replace the 
public utilities commission. The legislature 


also enacted laws regulating utility dividends 
and mergers, according to The Deseret News. 
It is possible that Governor Blood 
choose to continue the two members of the 
former public utilities commission on the new 
public service commission—Chairman E. E. 
Corfman and Thomas E. Mackay. Former 
Mayor Bundy has been mentioned as a pos- 
sibility for appointment as third member of 
the new commission. 


Virginia 


Utility Faces Federal Suit 


4 - department of justice is prepared to 
file a suit in the district court for the 
western district of Virginia against the Ap- 
palachian Electric Power Company to compel 
the company to take out a license from the 
Federal Power Commission under the Federal 
Water Power Act of 1920. 

The license would cover construction of a 
dam at Radford, Virginia, on the Kanawha 
river. Several previous actions have been in 
the courts involving the question of forcing 
the company to take out a license. 

At the present time the U. S. Supreme 
Court is considering the suit brought by the 
government against power companies operat- 
ing in the state of West Virginia involving 
construction of a dam. The state of West 


Virginia intervened in that proceeding claim- 
ing the government had no authority to take 
any action. 


Rural Power Urged 


Va rural electrification plan was 
before Frank C. Walker, chief of the na- 
tional emergency council, and other officials 
organizing the new Federal works program 
recently when Governor Peery having led a 
delegation to Washington to outline — 
tions by which a $7,000,000 program affect- 
ing about 25,000 farms may be made self-liq- 
uidating. 

The Virginia group, according to the Phila- 
— Record, expected early action on the 
plan. 


Washington 


The Pacific has operated under the name 


Phone Company Wins Fight 


ETTLING a 21-year-old franchise wrangle, 

Spokane’s city council recently voted to 
permit the Pacific Telephone & Telegraph 
Company to operate its system in Spokane un- 
der its own name. 


and franchise of the Home Telephone & Tele- 
graph Company since 1915, when the Pacific 
failed to gain a new franchise at a municipal 
election. The Pacific acquired the Home 
Company’s property and franchise and then 
turned over its own exchange to the Home. 


Wisconsin 


PSC Files Demurrer 


Tz public service commission recently 
filed demurrer in Dane County Circuit 
Court asking dismissal of the Wisconsin Gas 
and Electric Company’s suit to halt investiga- 
tion of company rates, according to The 
Wisconsin State Journal. 

The company appealed to the court after 
the commission overruled a motion that the 
investigation be postponed indefinitely on the 
ground that the company earnings were in- 
sufficient to warrant rate reduction. The com- 


mission demurred as the quickest means of 
testing the issue. It contended that the com- 
pany’s own figures showed it made more than 
a 6 per cent return yearly from 1928 to 1934. 


City Votes to Buy Power 


Tt city of Medford in a special referen- 
dum recently voted to acquire the elec- 
trical energy distribution system of the Lake 
Superior District Power Company. The vote 
was 444 to 401,-according to The Wisconsin 
State Journal. 
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Depreciation Deduction Not Dependent upon 
Accumulated Reserve 


se North Dakota commission an- 
swered criticisms of an engineer’s 
showing of depreciated value in con- 
struction costs by stating that while the 
courts have not said specifically that his- 
torical cost should be depreciated “they 
most certainly implied it.” In establish- 
ing a value on any property on any ba- 
sis, said the commission, there is an in- 
escapable element to be considered and 
that is its present condition. The com- 
mission declared : 


However, by its system of accounting, the 
utility has failed to show just what reserve, 
if any, has been built up to take care of 
the actual depreciation. If they have 
charged this depreciation to operation ex- 
penses and such charge is equal to the 
amount of actual depreciation, then, of 
course, the utility has had the money or has 
the money, representing the depreciation. If 
they do not have it, then it must have been 
paid out as dividends or surplus and surely 
the utility cannot expect a return from the 
ratepayers on dividends or surplus paid. 

If they have the money, they get a return 
thereon for interest; if they have reinvested 
such amounts, it becomes a part of the in- 
ventory. 


These rulings were made in connec- 
tion with the fixing of rates for a com- 
bined gas, electric, and heating utility. 
Segregations of the departments were 
made by the commission, and apportion- 
ments for the electric distribution sys- 
tem in the city under investigation were 
made. Production expenses were ap- 
portioned to the city on the basis of 
kilowatt-hour sales, transmission line 
expense on the basis of the ratio that 
the total kilowatt hours received in the 
city from the transmission line bore to 
the total kilowatt hours transmitted, and 
distribution expense on the basis of 
customers. 

The commission eliminated several 
items of operating expense, including a 
management fee, on a percentage basis, 
which was not supported by evidence; 
rate case expense, in view of the fail- 
ure of the company to sustain its posi- 
tion; charitable contributions; and re- 
taining fees to lawyers in other cities. 
Grand Forks v. Red River Power Co. 
(Case No. 3387). 


& 


Telephone Depreciation Rates Are Established 
by Wisconsin Commission 


WISCONSIN statute requires the 
state commission to certify to each 
public utility reasonable depreciation 
rates. The commission has recently cer- 
tified such rates for several telephone 
companies, and in the case of the Wis- 
consin Telephone Company has an- 
nounced fundamental principles govern- 
ing depreciation rates. 

A relationship should be maintained 
between a depreciation reserve balance 
and actual accrued depreciation, in the 
opinion of the commission, and the re- 


serve should not exceed the actual de- 
preciation in plant and equipment. Over- 
accruals of depreciation once allowed in 
operating expenses, it is said, become in 
effect disguised surplus through which 
the utility obtains an additional return, 
while an under-accrual causes an ob- 
scured overstatement of net earnings. 
If the depreciation allowance is too low, 
impairment of capital is possible, while 
too large an allowance places an unfair 
burden on the service rates of subscrib- 
ers. 
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An important consideration in fixing 
depreciation rates, says the commission, 
is the relationship of the company’s 
maintenance practices to annual depre- 
ciation requirements. Service life of 
utility equipment and structures is often 
extended by proper maintenance, and 
although expenditures for repairs do 
not eliminate annual depreciation in 
physical capital, such expenditures are 
an important element in moderating the 
effects of physical causes of plant re- 
tirement. ; 

The commission asserts complete ju- 
risdiction to fix depreciation rates for 
telephone companies notwithstanding 
the jurisdiction of Federal commissions. 
With respect to exchange plant used 
over 90 per cent for purely local serv- 
ice, the commission states that it must 
continue to have such authority, while 
it has authority to determine deprecia- 
tion rates on toll plant which is used 
predominantly for intrastate service, at 
least until such time as the Federal com- 
mission may exercise its jurisdiction 
over interstate toll property. 


The company practice of giving ef- 
fect to future expected additions to ex- 
isting property in computing average 
life is criticized. The commission says 
that any provision for the loss in serv- 
ice value of property not yet placed in 
service cannot be depreciation. It can- 
not be a basis for reserves. 

Current retirements, according to the 
commission, must be given considera- 
tion in determining the annual allow- 
ance ; and considerable weight should be 
given to causes of depreciation which 
are known to be in current operation, 
while less weight should be given to 
long-range forecasts of future condi- 
tions. 

The commission expresses the view 
that salvage estimates based on past ex- 
perience are preferable to estimates 
based on the assumption that a uniform- 
cost level will prevail, although when 
future changes occur they may be incor- 
porated in the estimates and annual de- 
preciation rates modified accordingly. 
—— Telephone Co. (2-0 


e 


Texas Commission Rules on Cost of Natural Gas Distribution 


cost of service charge should be eliminated 
it would mean that the rate would have to 
be increased in an amount to take care of 
the eliminated item. 


HE distinction between natural gas 

furnished and natural gas service 
is emphasized in a recent decision by the 
Texas commission in which a schedule 
was approved containing a commodity 
rate, a monthly charge for cost of serv- 
ice, and a minimum monthly bill. The 
commission, in fixing the “cost of serv- 
ice” charge, said: 


It is our opinion that every customer 
should be charged the same rate for serv- 
ices rendered. The expense in connection 
with a consumer who uses 10 thousand cubic 
feet per month is practically no more than 
a consumer who uses one thousand cubic 
feet per month. Tax on one meter is no 
more than on the other. Therefore, it is 
our opinion that the company should be en- 
titled to charge a monthly cost of service of 
50 cents from each consumer. The a 
cost of service per meter is about $1.13 per 
month. This allowance does not increase 
the revenue of the company because we are 
giving effect to an annual revenue of $6 per 
meter on the basis of 8,441 meters. If this 


In determining the amount of reve- 
nue the company should receive, the 
commission decided that a city gate 
charge of 40 cents had not been sub- 
stantiated by proof, and since domestic 
gas was available from another source 
at a 32-cent rate, the latter amount was 
fixed as the maximum chargeable to 
operating expenses. 

The commission also eliminated from 
the operating expense account charges 
for salaries and expenses of men en- 
gaged in selling gas appliances, club 
dues, an unsupported management fee, 
and charitable donations. 

An undepreciated rate base was ap- 
proved, since the annual allowance for 
depreciation was computed on the sink- 
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ing-fund basis. Allowances were made 
for physical property value, giving 
weight to reproduction cost estimates on 
the theory of wholesale reproduction 
rather than piecemeal construction, col- 


lateral construction costs, and working 
capital, but no additional allowance was 
made for going concern value. Munici- 
pal Gas Co. v. Wichita Falls (Gas Utili- 
ties Docket No. 34). 


e 


Inducement Rates Are 


= many parts of the country electric 
companies and commissions have 
sought to increase electrical consump- 
tion through the use of a new type of 
rate schedule intended to offer induce- 
ments to customers to use more service. 
These rates have been variously termed 
“promotional rates,” “inducement 
rates,” “objective rates,” and “low-cost 
rates.” They are all based upon the plan 
of permitting customers to use an ad- 
ditional amount of service without a cor- 
responding increase in bills. 

The Yonkers Electric Light & Power 
Company has now submitted a proposal 
for such rates in New York state. The 
procedure adopted by the company was 
criticized, since it sought commission 
approval of such rates without first sub- 
mitting the rate schedule proposed. The 
commission held that the Public Serv- 
ice Law did not provide for a petition 
to the commission to approve in advance 
of a formal submission certain changes 
in rate schedules. It was suggested, 
however, that if the company would fol- 
low the legal procedure and file the rates 
as provided by statute, the commission 
should, without approval or disapproval, 


? 


Proposed in New York 


permit them to become operative and 
reserve its final determination of what 
are reasonable rates until pending liti- 
gation over rates has been closed. 

The commission some time ago re- 
duced the rates of this company, and 
the rate reduction order is now involved 
in litigation in the courts, where the 
company asserts that the lower rates are 
inadequate. The commission, in com- 
menting on these latest proposals, re- 
ferred to the proposal as “strikingly in- 
consistent with the company’s conten- 
tions” in the rate proceeding. 

Concerning the question of induce- 
ment rates, Chairman Maltbie said: 


There are many features of the proposal 
made by the Yonkers Company that need 
careful consideration. These relate to the 
amount of the proposed reductions, the way 
they are distributed among various 
of users and the arbitrary limitation of “in- 
ducement rates” to those consumers who 
hereafter increase their consumption, while 
excluding from its benefits those consum- 
ers who have already increased their con- 
sumption and who have assisted the com- 
pany by so doing. 


Re Yonkers Electric Light & Power Co. 
(Case No. 7606). 


e 


Intention and Right to Operate Do Not Make 
City a Public Utility 


oe 


HIRTY years of intention cannot 


make a public utility.” With 
these words the Wisconsin -commission 
has dismissed a contention by the city of 
Milwaukee that it was operating as a 
public utility and should be authorized 
to extend its plant to serve domestic 
customers. The commission ruled that 
since the city was not operating as a 
public utility, the commission had no 


jurisdiction to grant a certificate author- 
izing an extension. 

The history of Milwaukee electric 
operations was reviewed. Notwith- 
standing expressions of intention to en- 
ter the public utility business and bond 
issues for construction of plant, the city 
up to date had not gone further than to 
supply electricity in some of its build- 
ings, to operate a street lighting system 
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with current purchased from the local 
electric company, and to sell surplus 
energy generated at an incinerator pow- 
er plant to the local company. 

The company had not looked upon 
itself as a public utility. It had never 
filed a rate, unless it were the rate to 
the local company for incinerator plant 
power, and it had never filed an annual 
report with the commission as a public 
utility. 

The commission discussed at length 
the right of the city to enter the public 
utility business and become a public util- 
ity, which right appeared to the com- 


mission not to have been abandoned dur- 
ing all the years, and which the com- 
mission believed to be a right subject to 
exercise by the municipality without any 
authority from the commission. It was 
a right which was brought into being 
before the commission or its predeces- 
sor ever existed. The commission, 
however, ruled only upon the fact 
whether the municipality was actually 
operating as a public utility, leaving for 
the courts questions of law concerning 
existing rights of the city under the 
earlier legislation. Re Milwaukee (CA- 
35). 


e 


Confiscatory Rate Reduction Not Sustained on 
Temporary Emergency Theory 


HE appellate division of the New 

York supreme court has annulled 
and remitted to the commission for 
further hearing a determination that 
electric rates in New York city should 
be temporarily reduced. The time for 
such rates to be effective has expired, 
hence the present determination is for 
the purpose of settling the question of 
refunds. 

The court criticized the failure of 
the commission to admit evidence on 
valuation excluded because of the opin- 
ion of the commission that such evi- 
dence would “lead into every phase of 
valuation and rate making and there 
would be no temporary rates.” The 
court held that the element of value in 
an assembled and established plant do- 
ing business and earning money over 
one not so advanced is a property right 
which belongs to the companies, and 
they had a right to have it considered 
in determining the value of the property 
upon which they were entitled to a re- 
turn. Whatever consideration may be 
given by the commission to factors such 
as actual cost, historical cost, and re- 
production cost, the result “must be 
rates that will pay to the owners a fair 
return upon the reasonable value of the 
property at the time it is being used for 
the public.” 


The attempt by the commission to ap- 
ply the emergency doctrine was declared 
by the court to be ultra vires. The 
legislature had never declared that an 
emergency existed, and the court was 
of the opinion that a commission pos- 
sessing delegated powers did not have 
the power to declare the existence of 
an emergency. “The commission may 
not confiscate past earnings and accumu- 
lations” of the companies. 

Presiding Justice Hill, after quoting 
the opinion of the commission that this 
was a time when surplus earnings ought 
to be used for the benefit of the public, 
continued : 

This announcement indicates a motive to 
be generous toward needy ratepayers with 
the money and property belonging to the 
utility companies. Some may regard this 
as desirable and the motive as praiseworthy, 
but “the point is not one of motives, but 
of constitutional authority, for which the 
best of motives is not a substitute.” (Pan- 
ama Refining Co. v. Ryan (1935) — U. S. 
—, 55 S. Ct. 241, 248). 


The court interpreted the statutory 
requirement that there should be al- 
lowed a “reasonable average return.” 
The commission had taken the position 
that this meant an average return over 
a period of time. The court took the 
position that the commission could not 
average the returns of past years with 
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